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1. Introduction 

1.1 The Significance of the Study     

In his 1890 book Principles of Economics, Alfred Marshall wrote a 

chapter on the externalities of specialized industrial locations. One of 

Marshall’s contributions to economic science is the distinction between internal 

and external economies: The former depend on the resources of individual 

businesses, whereas the latter reflect the general development of industry 

overall. External economies are particularly significant when specialized 

industries concentrate in localities. Marshall (1890) further distinguishes three 

types of external economies: intermediate input effects, the diffusion of 

technological know-how and ideas, and the concentration of specialized skills. 

In particular, small industry clusters are important in both developed and 

developing countries (Becattini, 1990; Schmitz, 1995), because most firms 

located in clusters attain comparatively higher levels of productivity and 

business performance than those outside clusters (Visser, 1996; Klapwijk, 1997; 

Weijland, 1999, Becattini et al., 2003).  

An industrial cluster plays a critical role in promoting the performance 

of firms in developing countries by allowing for shared production networks 

and stimulating business specializations (Berry et al., 2001). In the case of 

Indonesia, researchers consider clusters important for the development of firms, 

especially small firms (Sandee, 1995; Klapwijk, 1997; Weijland, 1999; 

Tambunan, 2006). For example, Rutten (2003) finds that in the iron-casting 

cluster of Batur (Central Java, Indonesia), local entrepreneurs pursue 

manufacturing capabilities through technological improvements, leading to 

market expansion and greater product variety.  

Yet empirical evidence regarding how social and economic factors 

influence the structures of interfirm relationships within a cluster remains 

limited. Studies that emphasize cooperation among firms in clusters lack 

concrete accounts of how their market ties may affect their interfirm 

relationships (e.g., Nadvi, 1997; Humphrey and Schmitz, 1998). Studies that put 

more emphasis on market ties in turn are inadequate for clarifying the impact of 
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available governance structures, repeated transactions, and the role of trust and 

reciprocity (e.g., Porter, 1998; 2000; Sandee 1995; Klapwijk, 1997; Sato, 2000).  

A few efforts raise the issues of actors and local production structures 

but even these do not explore how actors may lead a cluster community to 

improve its development and which factors influence the structures of clusters. 

For example, Sandee (1995) studies five roof tile clusters in the Central Java 

province (Indonesia); in two cases (Mayong Lor and Klepu), the innovation 

processes are driven by buyers (agents from urban building material shops) who 

take care of the technical, financial, and marketing sides of the processes. Yet in 

Karanggeneng, producers from large firms organize to finance new equipment, 

share indivisible capital, and gain access to new markets, so these producers are 

the most important stimulants of innovation adoption. Thus in all cases, Sandee 

(1995) describes involvement by traders and large producers and their impact 

on cluster development, but he does not consider how actors lead or manage 

firm linkages or how local structures of clusters might enable actors to 

overcome constraints to their growth and development.  

In a study of the structure and nature of firm linkages in a rural cluster 

in Central Java (Indonesia), Sato (2000) finds limited evidence of specialization, 

division of labor, information sharing, or joint actions among local producers. 

Thus, she concludes that firm linkages are of limited importance. With respect 

to the actors, Sato notes one industrial cooperative in the cluster, “which 

receives orders mainly from state-owned corporations, allocates them to 

member firms, procures inputs for the orders and collected outputs for 

delivery’’and “is now democratically managed under the leadership of local 

industrialists” (2000, p. 160). Nevertheless, Sato does not explore the genesis of 

the leadership or the influence of local structures on the involvement of actors 

in the cooperative.  

Thus, previous studies neglect the interdependence of socioeconomic 

structures of clusters and the role of local actors. They fail to explain this 

interplay, which affects the dynamics of clusters. Accordingly, this study seeks 

to fill the gap left by the absence of an analysis of the links between actors and 

structures. For that purpose, this study deals with the dynamics of industrial 

clusters in emerging economies with respect to the interplay between actors and 

structures.  

The reasons for this study are twofold: First, an industrial cluster is a 

local system characterized by the active participation of a community of persons 

and specialized small firms in a variety of production lines. Local actors initiate 

and develop clusters, together with local people in need of supplementary 

activities who support social learning processes. The actors take the lead in 

addressing issues and opportunities, supported by local structures that 

contribute profoundly to the success of the interactive learning process through 

their embedded ties with local people.  
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Second, the benefits of clustering derive from the local structures in 

which local economic agents cope with economic and social problems. In a 

cluster, transactions are arranged through not only market and/or formal 

mechanisms but also social ties based on trust and reciprocity. Firms within a 

cluster are potential competitors, and their interactions have significant direct 

consequences, regardless of whether they compete or cooperate. Any firm that 

pursues its own interests needs to learn about and adjust to the behaviors of its 

competitors. Members of a cluster also likely interact frequently, because they 

sell similar products and services, often to the same customers, in similar 

geographic areas. The concepts of social embeddedness thus may provide a 

basis for understanding who regulates interfirm relations to mediate local 

competition and cooperation and facilitate the historical emplacement of sector-

specific knowledge. Through dense social ties and local business organizations, 

local actors can mobilize, guide, coordinate, and control the efforts of group 

members.  

Clustering is thus a dynamic process, both within the cluster and among 

the community members, determined by the interplay between local structures 

and the role of local actors in identifying essential cluster issues. An analysis of 

a productive system that ignores the relevance of social relationships and local 

actors provides an unrealistic picture of the actual functioning of a cluster. The 

structures of interfirm linkages are critical to an understanding of the local 

production system in a cluster, but local actors also must initiate, arrange norms 

for the organization, and manage collective actions among firms to solve 

common problems and achieve collective objectives. 

Therefore, this study proposes an extended framework to represent 

comprehensively the dynamics of clusters and articulate the clustering effects 

on the development of firms in a cluster. The framework combines a focus on 

the socioeconomic structures of a cluster and the role of local actors. Using 

evidence from Indonesian clusters, this study undertakes an integrative analysis 

of socioeconomic structures and the role of actors through empirical research in 

three different clusters in the Yogyakarta province of Indonesia: the Kasongan 

ceramic handicraft cluster, the Kotagede silver handicraft cluster, and the 

Manding leather handicraft cluster.  

The decision to study the dynamics of Indonesian clusters reflects 

observations in previous research about Indonesian clusters, which generally 

share conclusion about the development and importance of Indonesian clusters. 

The clustering of small and medium-sized firms seems to be a common feature 

of successful industrial clusters in Indonesia, and the socio-territorial entity is 

characterized by the active presence of a community of people. It is possible to 

single out the role of some actors who lead in the pursuit of the development of 

a cluster. Therefore, the Indonesian context is appropriate to examine clusters in 

an integrative way.  
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1.2 Research Questions and Study Objectives 

This study focuses on the contingencies associated with the 

socioeconomic structures of a cluster and the role of local actors in local 

business organizations within a cluster. I consider the circumstances in which a 

cluster may be affected by the forces of socioeconomic structures and collective 

action. I argue that the dynamics of a cluster and firm performance depend on 

the way the cluster is embedded in the relationship between the actors and 

socioeconomic structures of a cluster community, as well as the role of local 

actors in that cluster community. Therefore, this study tries to answer the 

following main question: 

 

How do socioeconomic structures and the role of actors influence the dynamics 

of a cluster and the performance of individual firms in a cluster? 

 

To answer this main research question, I formulate four subordinate 

questions. The socioeconomic structures of clusters are constructed 

simultaneously by competition and social embeddedness between firms, so the 

initial three questions pertain to the elements of the socioeconomic structures of 

clusters. The final question refers to actors and examines the interplay between 

structures of clusters and actors. 

1. How do firms in a cluster compete with one another? What factors 

influence competition among firms in a cluster? 

2. How does social embeddedness among clustered firms function? Do 

participating firms trust one another? Are there reciprocal relationships 

among firms? 

3. Does the simultaneity of market relations and social embeddedness 

positively affect the performance of individual firms in a cluster? 

4. Are there local actors in local business organizations within a cluster who 

manage interfirm relationships to establish collective actions? How do local 

actors organize and manage interfirm relationships through organizations?  

1.3 Unit of Analysis 

To answer the main question and four subordinate questions, I selected 

three industrial clusters for analysis. In clusters, firms link together in the net of 

a local social system. Therefore, I should be able to determine internal forces 

and interfirm linkages that represent the socioeconomic structures of clusters. I 

focus on relationships among local people within clusters and concentrate on a 

selected portion of the overall production system and social system.  

I do not ignore the role of exogenous forces on internal changes; many 

changes in systems represent reactions to changes in the external environment. 

To capture this link, this study examines the intensity of contacts of local firms 

with governmental and non-governmental institutions. Therefore, I describe 
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existing forms of cooperation between local business associations and external 

institutions. 

The three focal clusters contain 210 individual firms and several local 

business associations. The firms include manufacturers, retailers with their own 

workshops, and retailers who do not own workshops. These units of analysis 

enable me to investigate the behavior or perceptions of firms regarding 

competition and social embeddedness within clusters, as well as examine the 

simultaneous impact of competition and social embeddedness on firm 

performance.  

Furthermore, using local business associations as a unit of analysis 

enables me to capture the role of local actors within a cluster. The local business 

association provides a medium for local actors to coordinate their collective 

actions. A pilot study (July–September 2007) revealed that clusters are not 

driven by a single leader determining and enforcing the rules. However, people 

in the clusters acknowledged some local influential actors, who played 

significant roles in coordinating the firms’ linkages through local business 

associations. Therefore, I explore the role of local actors in the decision-making 

process undertaken by members of the associations, which reflects the dynamics 

of the clusters due to the various local actors who coordinate the firm 

relationships. 

Overall then, I explore the effects of the socioeconomic structures of 

three clusters on the performance of firms, as well as the role of local actors in 

local business associations, and I determine how their interplay affects the 

dynamics of interfirm relationships within clusters.   

1.4 Thesis Outline 

This thesis consists of nine chapters. After this introductory chapter, 

Chapter 2 contains the literature review to clarify the dynamics of the 

socioeconomic structures of industrial clusters and highlight affinities with the 

complexity of human socioeconomic life. Accordingly, a conceptual 

contribution of this study is the integration of the concepts of socioeconomic 

structures and the role of actors in the context of an industrial cluster.  

Chapter 3 is devoted to the conceptual framework, which contains 

concepts derived from the literature review. This chapter applies and discusses 

the implications of eight theories from Chapter 2. The conceptual framework 

also defines the key elements of competition, social embeddedness, leadership, 

and firm performance. It finally posits how structures of clusters and actors 

together might influence firm performance and the dynamics of clusters.  

In Chapter 4, I present the research methodology, which consists of 

four phases of fieldwork, participative observation of meetings of the local 

business associations in three studied clusters, and the data analysis. It also 

details why the three clusters were chosen for this research and demonstrates 

the credibility of the research method. 
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The next four chapters present the results of the empirical study. 

Chapter 5 contains an analysis of socioeconomic structures of the Indonesian 

clusters by combining a qualitative and quantitative analysis (descriptive 

statistics). After outlining the general economic conditions of the three sample 

clusters, this chapter presents the nature of interfirm relationships, 

competition/market relations, and social embeddedness in the clusters. The 

socioeconomic structures of the clusters are represented by market 

relations/competition and social embeddedness/cooperation. Both prevail in the 

focal Indonesian clusters. Therefore, neither competition nor cooperation 

appears in its pure form among firms in clusters; instead, a simultaneity of 

competition and social embeddedness marks these studied clusters. With 

Chapter 6 I examine the effects of these socioeconomic structures on firm 

performance. Using an ordinary least square (OLS) model, I test the impact of  

the simultaneity of competition and social embeddedness on firm performance. 

This chapter proves that their simultaneity in the three clusters positively affects 

firm performance. 

The next chapter, Chapter 7, focuses on the role of local actors and 

local business associations within the clusters. Some local actors define, 

maintain, and establish internal organizational rules and strategies through 

formal and informal decision-making processes. This chapter describes the 

leadership types of the local actors in local business associations. In the final 

discussion of the main issues of this study, Chapter 8 offers an integrative 

analysis of socioeconomic structures and the role of actors within a cluster. This 

chapter explains how their interplay affects the establishment and development 

of clusters. The history of the three studied clusters reveals that the 

establishment of clusters was initiated by local actors and supported by local 

structures. Interactive learning processes developed clusters through embedded 

ties among local people. In the process, influential actors have had to manage 

collective actions.  

Finally, Chapter 9 concludes with important notes about the theoretical 

and policy implication of this study. In particular, this study has critical policy 

implications for central and local policymakers who are considering an 

industrial cluster as a potential backbone of regional development.  
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2. Literature Review 

This chapter introduces conceptual views that are helpful for 

understanding the dynamics of a cluster. The first part of this literature review 

contains a conceptual view on industrial clusters. This part refers mainly to the 

Italian district literature, which assumes a cluster to be a socioeconomic 

organization.  

In the second part, I describe the duality theory of Giddens as a 

prologue of an analysis of structures and actors into one single framework. This 

theory argues that structures and actors are interdependent elements and should 

not be postulated into two separate analyses. 

The third part of this review presents the main conceptual views 

regarding socioeconomic structures. New institutional economics (NIE) and 

new economic sociology are theoretical foundations that elaborate the main 

characteristics of structures in socioeconomic structures. The notion that 

economic action is embedded in a social structure has revived debates about the 

positive and negative effects of social relations on economic behavior.  

As an extension of social embeddedness theory from the new economic 

sociology, the following conceptual view in the third part elaborates some 

theories regarding interorganizational and interpersonal trust and reciprocity. 

Thus, the three items are parts of relational dimensions of social embeddedness 

and complement the analysis of social embeddedness, as stated by Granovetter 

(1985, 1990), and make it possible to explore the phenomenon of social 

embeddedness and its relational dimensions in the context of a cluster. The 

fourth part of this review presents leadership approaches to explore and 

understand the leadership type of local actors more effectively. A cluster is a 

pluralistic and dynamic organization (Becattini et al., 2003), and some actors 

coordinate collective actions through decision-making processes in local 

economic institutions within a cluster (Schmitz, 1995).  

This study integrates several different theories into one comprehensive 

conceptual framework to conceive of a cluster’s dynamics in terms of a 

socioeconomic structure and the roles of actors within a cluster. Finally, this 

chapter concludes with a literature review of firm performance, because this 
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study examines the effects of structures and actors on firm performance 

qualitatively in Chapters 5 (structures), 7 (actors), and 8 (the interplay between 

them) and the impact of socioeconomic structures of a cluster on firm 

performance quantitatively in Chapter 6.  

The description unfolds in five parts. The first part presents the 

literature of industrial clusters (Section 2.1). Section 2.2 focuses on Giddens’ 

duality theory of structures and actors, which is a theoretical foundation of the 

interplay between structures and actors. The third part describes some theories 

regarding socioeconomic structures that include new institutional economics 

(Section 2.3.1), new economic sociology (Section 2.3.2), interpersonal and 

interorganizational theories (Section 2.3.3.a) and the theory of reciprocity 

(Section 2.3.3.b). The fourth part of this literature view focuses on the 

leadership types of actors by describing leadership theory (Section 2.3), while 

the fifth part describes a literature review on firm performance in Section 2.4. 

The last section concludes this chapter. 

2.1 The Literature of Industrial Clusters  

2.1.1 Definition of industrial clusters 

There is not one overall conceptual and analytical framework that 

explores the functioning of regional industrial clusters. The term is used quite 

indiscriminately for a broad range of business arrangements. Most literature 

uses the term industrial district instead of industrial cluster.
1
 For the purposes 

of this study, they can be used interchangeably, but I prefer industrial cluster 

because this term is more well-known and mainly used by the Indonesian 

government as well as in the Indonesian literature. According to Schmitz (1999), 

an advantage in using cluster is that it refers merely to a sectoral and 

geographical concentration of firms. Whether specialization and cooperation 

develop is thus a matter for empirical research and not subsumed in the 

definition. 

                                                      
1 In Western European history, guilds have been a common phenomenon. Epstein (1998, p. 685) 

defines a guild as “a formal association of specialized artisans, the masters, whose authority was 

backed by superior political sanction; apprentices and journeymen came under guild jurisdiction 

but lacked membership rights.” In preindustrial Europe, guilds performed the development of 

learning networks that supported technological advance during the British Industrial Revolution 

(Mokyr, 1999). Guilds also operated as political and administrative units that protected its 

members from expropriation by opportunistic urban elites and rent-seeking organizations that 

lobbied for economic privilege from the state (Epstein, 1998; Mokyr, 1999). However, by the 

time of the Glorious Revolution of 1688, the craft guilds in Britain had declined and lost most of 

their political clout (Mokyr, 1999). Currently, modern guilds exist in different forms around the 

world. In many European countries guilds have had a revival as local organizations for artisans, 

primarily in traditional skills. They may function as forums for developing competence and are 

often the local units of a national employers’ organization.  
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According to vom Hofe and Chen (2006), there are three different 

industrial cluster concepts. First, industrial clusters depict local concentrations 

of certain economic activities, whose functioning can be explained with 

Marshall’s theoretical principles of localization economies. Marshall (1890) 

states that there are three types of external economies. The first type of external 

economy has intermediate input effects. Firms in a cluster will be supported by 

more specialized suppliers of inputs and services. The second type is based on 

the diffusion of technological know-how and ideas. The circulation of 

knowledge through face to face contact can generate economies of information 

and communication (Scherer, 1984). The local economic activities operate more 

efficiently when firms pay the costs of acquiring knowledge only once and 

share this acquired knowledge among one another. Other examples of this type 

are the creation of a collective commercial image of a district and the diffusion 

of a professional and managerial culture (Rabellotti, 1998). 

The last type emphasizes the concentration of specialized skills. Labor 

pooling occurs as a result of both skills being upgraded within a cluster and 

skilled labor being drawn from other places that benefits both workers and firms. 

Pooling can benefit firms in two ways. First, companies can utilize labor at 

different times, and the geographic concentration allows workers to move from 

firm to firm as demand dictates. Although this reduces the risk of 

unemployment, workers may have to lower wages in exchange for stability in 

their overall income (Diamond and Simon, 1990; Krugman, 1991). Second, the 

close proximity of several structurally equivalent firms provides an additional 

incentive for prospective employees to invest in industry-specific skills because 

these skills will not lock the employee into a dependent position when there are 

several potential employers (Rotemberg and Saloner, 1990). Therefore, external 

economies are part of a common pool from which every economic actor can 

freely draw. 

Marshall (1890/1964, p. 271) makes a point of a social effect of 

localization when it comes to the promotion of upgrading: 

“When an industry has thus chosen a locality for itself, it is likely to 

stay there for a long time: so great are the advantages which people 

following the same skilled trade get from near neighborhood to one 

another. Good work is rightly appreciated, inventions and 

improvements in machinery, in processes and the general 

organization of the business have their merits promptly discussed: if 

one man starts a new idea, it is taken up by others and combined 

with suggestions of their own; and thus it becomes the source of new 

ideas”. 

Schmitz’s (1992) study is an extension of Marshall’s theoretical 

principles of localization economies. Drawing from his experience on growth 

constraints of small industries in developing countries, Schmitz defines a 
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cluster as a group of enterprises belonging to the same sector and operating in 

close proximity to one another. He argues that incidental external economies are 

important in explaining the growth of contemporary industrial clusters, but 

there is also a deliberate force at work—namely, consciously pursued joint 

action. He captures these gains from clustering in the concept of collective 

efficiency. Joint actions can be of two types: cooperation among individual 

enterprises and groups of firms joining forces in business associations, producer 

consortia, and the like.  

Recent literature in developed countries explains how the concept of 

collective efficiency is being used for the success of the cluster concept in 

developing countries (Schmitz, 1995; Nadvi, 1996; Rabellotti, 1996; Humphrey 

and Schmitz, 1998; Mc.Cormick, 1998). The framework of collective efficiency 

has been used in different ways in the literature on industrial districts. In 

contrast, Sato (2000) uses the framework of collective efficiency to explain 

clustering effects. She introduces unintended positive effects (passive 

externalities) and intended positive effects (active externalities) as clustering 

effects (Sato, 2000). Nadvi (1996) draws a similar conclusion for Pakistan by 

using the terms passive and active collective efficiency. He shows that in a 

cluster, firms obtain at least two advantages: those that will fall into the 

producer’s lap and those that require joint effort. Thus, the collective efficiency 

framework helps explain the evolution of clusters. It makes sense to view 

cluster strength as the ability to respond to (adverse) changes in the 

environment.  

Furthermore, different methodological perspectives have been 

employed in the Italian literature to analyze a cluster. Becattini et al. (2003) 

introduce a socioeconomic definition of an industrial district. Becattini (1990) 

claims that his analysis has its roots in the Marshallian concept of territorial 

external economies: He defines industrial districts (using the term industrial 

districts instead of industrial clusters) as a socioeconomic organization in 

which the manufacturing towns, community, and firms tend to merge. He 

implies that the local social system in which the specialized firms are embedded 

and their habit of mutual cooperation has been extended to economic relations 

and turned into an integral part of the industrial district itself.  

The definition indicates the relationships between firms in a cluster that 

are characterized by both competition and cooperation. Both trust and 

reciprocity are important to understand the destiny of transactions (Dei Ottati, 

2003). The Italian literature shows that there are some distinctive features of 

industrial districts that have influenced research on industrial organization and 

economic and social development (Becattini et al., 2003)—for example, 

flexibility arrangements based on product and process innovation; collaboration 

of the skills and competences of specialized economic agents; trust as a guiding 

principle of firm’s relations and a source of cluster dynamics; and an 

intervention of social embeddedness on market relations in the larger social 
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community (Becattini, et al., 2003). Thus, the economic process of the 

industrial district can be organized only where the development of a spirit of 

cooperation occurs (Dei Ottati, 1996). 

The second definition of industrial cluster is mainly based on input–

output forward and backward linkages that allow cluster formations of 

establishments that are interrelated in the production value chain and 

complementary relationships (Isaard et al., 1959; Czamanski and Ablas, 1979; 

Bergman and Feser, 1999; Iannmarino and McCann, 2005). It relies on the use 

of quantitative methodologies, especially on input–output tables that reveal 

interindustry relationships. 

The third definition adds some ingredients to the basic notion of 

spatially concentrated firms and includes countrywide business networks. This 

definition and subsequent analysis follows Porter’s (1990, 1998) approach 

closely. He (1990) uses the term to designate a group of firms engaged in 

similar or related activities within a national economy. Although he believes 

that the relationships within an industry cluster benefit from being located near 

one another, he does not take geographic proximity as a defining characteristic 

of clusters. Porter (1998) further defines a cluster as a geographical 

concentration of interconnected firms and institutions in a particular sector in a 

national economy. His four-diamond approach of advantage deepens the 

concept of the cluster concept and makes it possible to identify national 

competitive advantage as being built on four main pillars: factor conditions, 

demand conditions, related and supporting industries, and firm strategy, 

structure, and rivalry. 

2.1.2  The Italian district literature 

Starting from the concept of the “Marshallian district,” the Florence 

School, which includes Giacomo Becattini (1990, 2003) and his associates 

(Pyke, Becattini, and Sengenberg, 1990; Sforzi, 1990; Trigilia, 1992; Dei Ottati, 

1996; Dei Ottati, 2003a, 2003b; Sforzi, 2003), extensively contributes to the 

understanding of the functioning of districts, especially in emerging economies. 

Becattini and his associates did intensive research in the Italian districts. They 

highlight some of the distinctive features of an industrial district as the model of 

socioeconomic organization. In their perspective, an industrial district is a 

socio-territorial entity characterized by the active presence of both a community 

of people and a population of firms in one naturally and historically bounded 

area (Becattini, 1990). Becattini et al. (2003) claim that the framework of their 

analysis has its roots in the Marshallian concept of territorial external 

economies (Becattini et al., 2003). 

Furthermore, Becattini was the first to introduce the term industrial 

district to describe the development of Tuscany, one of the industrial areas in 

Italy (Becattini et al., 2003). The term was used in a paper given by Giacomo 
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Becattini at a meeting of the Italian Economic Association on Italian Regional 

Development (Pisa, 1977). 

According to Becattini (1990), the manufacturing town, community, 

and firms are located in a district where they do business and live together. In 

his view, the local social system is an integral part of the industrial district itself. 

Participating firms—mostly small ones—can become extremely efficient and 

perform well through collective organization and linkages. The density of trade 

union ties and local business association influence can be great in these small 

firm economies (Trigilia, 1986). Two Italian districts—Tuscany and Emilia 

Romagna—are evidence of the successful functioning of a district. 

One of the important aspects of an industrial district is that local people 

are embedded in the same cultural environment. The working process in the 

industrial district is determined by the social context in which the specialized 

firms operate and cooperate on the basis of standing customs. These customs 

have been extended into economic relations (Dei Ottati, 2003a); the economic 

process can only be organized as an industrial district if customs of cooperation 

exist and a spirit of cooperation occurs. 

Combining competition and cooperation is one of the distinctive 

features of the Italian industrial districts and of dynamic local production 

systems in general. According to Dei Ottati (2003a), in industrial districts, 

competition is a dynamic factor that motivates local people to obtain better 

results because competition will increase efficiency by saving on resources and 

inventing new devices. Continuous change happens when competition 

challenges local people to find efficient ways of manufacturing their goods or 

services. 

Schmitz (1995) argues that clusters have moved from a 

commercialization strategy based on price to a highly flexible specialized form 

of production organization with more emphasis on high quality. In her study on 

Italian and Mexican footwear clusters, Rabellotti (1996) finds that although 

most retail chains in Mexican clusters still maintain a competition strategy 

based on price, some were progressively increasing their attention to quality. 

Most of them adopted a strategy aimed at selling a product at a lower price and 

a required level of quality (Rabelotti, 1996). Moreover, in his study on Nigerian 

clusters, Uzor (2004) concludes that a competition strategy of many firms has 

shifted to offer not only a better price but also an assurance of the quality of the 

end product. 

There are at least three ways cooperation facilitates the economic 

process (Dei Ottati, 2003a). First, it can reduce business risks faced by 

economic local people in a cluster, so it maintains the dynamic economic 

process. For example, for those who start their own firms or decide to invest in 

new machinery and new products, if the business of a person collapses, he or 

she can always go back to being an employee at the neighboring firms or 

previous employer or to do subcontracting production for other firms. 
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Second, the custom of mutual cooperation between firms smoothes the 

coordination of firms with respect to the division of specialization. 

Consequently, manufacturing is divided up among various firms, resulting in 

increased production efficiency. An easy way to coordinate complementary 

activities is established. Third, production costs are lower because cooperation 

induces an efficiency of participating firms through the coordination of 

manufacturing. This situation enables firms in the district to take advantage of 

external economies as one of the natural effects of the industrial district. In fact, 

the productivity of single firms depends on the benefits of external economies. 

Dei Ottati (2003a) introduces the “community market” as one of 

governance structures instead of markets and hierarchies. This kind of market 

stresses the blend of competition and cooperation based on local conventions 

typical of the district; people follow an implicit code of behavior, which is 

acquired by socialization. “Markets and hierarchies” refers to the theory of 

transaction cost economics, which points out the ideal types of mechanism 

governing transactions according to the information used: Markets allow local 

people to evaluate transactions by referring to prices, whereas hierarchies refer 

to explicit rules enforced by authorities with discretionary powers. 

The community market as a mechanism governing transactions lies 

midway between the market and the community. Dei Ottati (2003a) argues that 

one of the advantages of using a governance mechanism of transactions based 

on community factors is that it considerably reduces transaction costs. Because 

these costs derive mostly from the need to maintain reciprocity, whenever this 

reciprocity is guaranteed by a social mechanism (rather than a contract or 

bureaucratic structure), transaction costs will be lower. 

The other advantages are that in such a structure, opportunism is 

discouraged and solutions for uncertainty and ambiguity are lower. 

Opportunistic behavior is discouraged and does not require expensive 

hierarchical control, as in large firms. Uncertainty can be faced with flexibility 

and innovation, which tend to differentiate the final demand rather than 

standardize it, as in large corporations (Visser, 1996). Ambiguity can be 

overcome by dividing and distributing the manufacturing and by entrepreneurial 

functions as well, through the specialized unit in buying and selling, rather than 

by introducing bureaucratic rules and entrusting command to salaried managers. 

According to Dei Ottati (1996), there are four principal features of an 

ideal local social system in an industrial district, which resembles a community 

of people. First, for people living in a naturally and historically confined area 

and embedded within the same cultural environment (e.g., values, ways of 

behaving, tastes, expectations, local dialect on), the reproduction of this culture 

is easier. Second, geographical closeness results in frequent direct face-to-face 

contact between and among people. Third, the social culture is constituted by 

norms of reciprocity accompanied by relevant controls like social sanctions, 

which discourage opportunistic participants. Last, self-help between individuals, 
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which is based on the rules of reciprocity, reinforces the economic dynamism of 

the industrial district. In fact, as much of the literature points out (Brusco and 

Sabel, 1981; Piore and Sabel, 1984; Pyke, Becattini and Sengenberger, 1990; 

Dei Ottati, 1996; Lorenz, 1992), one of the distinctive elements of a cluster’s 

socioeconomic organization is the reciprocal cooperation and trust within it—

that is, bounding capital (Dei Ottati, 2003a). 

Moreover, the economic environment also has its own principal 

characteristics: First, the industrial district consists of a huge number of 

specialized firms in one, or very few, phases or functions of the same industry 

or in subsidiary industries second, it demonstrates the existence of several 

repeated and successive transactions between the participating firms; third, the 

relations between local people depend on past behavior of the partners; and 

fourth, social controls exist for those who behave incorrectly (i.e., breaking 

market relations and social disapproval). 

 

A. The role of local institutions 

According to Dei Ottati (1996), social control has an important role to 

maintain the actual survival of the district as a model of socioeconomic 

organization. In this situation, trust is the important factor. However, control is 

only effective within a small and homogenous community (Dei Ottati, 2003b). 

As a consequence, some local institutions complement social control in the 

industrial district to guarantee conformity to the custom of mutual cooperation 

in support of trust (Dei Ottati, 1996). 

Some examples of local institutions with general objectives are political 

parties and local government; those with economic objectives are local 

entrepreneurial associations and trade unions (Trigilia, 1986). Becattini (1990) 

emphasizes the role of fundamental organizations and institutions for the 

support of the district’s community such as the market, the firm, the family, the 

local authorities, and many other public and private, economic and political, 

cultural and charitable, religious and artistic bodies. The structure of the society 

and the institutions frame the environment of economic activity (Becattini, 

1990). 

In addition, Visser (1996) states that some local institutions have a role 

as benchmarks for newcomers and even the more experienced entrepreneurs in 

a cluster. Producers assimilate local know-how about techniques, organization, 

and management, which in turn has been derived from collective experience 

(Visser, 1996). Thus, in local economic institutions within a cluster, there are 

some influential actors (i.e., entrepreneurs who play a significant role in 

coordinating collective action), and they lead the members of a cluster 

community in pursuing firm performance and, in turn, the performance of a 

cluster. 
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B. Factors that affect performance of a cluster and the role of collective actions 

There are at least two principal factors that affect the survival of an 

industrial district (Dei Ottati, 2003b). First, the firms within it should be able to 

acquire and maintain their performance. The performance of an industrial 

district, especially with respect to innovation, depends to a significant extent on 

the characteristics of the social context in which production is embedded. 

Through the performance of an industrial district, a community of firms in the 

district has the ability to adapt production to the changing demands of the 

market. Indeed, the willingness of skilled workers and entrepreneurs to 

cooperate and devote their different expertise to constant improvement and 

variation in products and processes is the most important factor in improving 

the range of products and services supplied, as well as in finding new markets 

rather than investing in research and development.  

The second factor is the building and maintaining of (1) good internal 

social cohesion and (2) consensus among the main local interest groups to get 

involved in collective programs. The creativity of different skilled workers and 

firms is not merely the outcome of bureaucratic controls or even monetary 

incentives. Instead, it requires genuinely shared objectives as well as a 

satisfactory distribution of income among the parties involved. This consensus 

feeds, and is fed by, the formation and development of a widespread sense of 

belonging to the local community and its production system. 

Considering these two factors, it is necessary to examine how one can 

achieve a viable compromise among the distinct interests. Performance of the 

district cannot come only from the market relations among local people 

(competition), not even when it is only supplemented by a local culture 

orienting behavior toward cooperation. Indeed, because of the structures of 

industrial districts, maintaining performance of the district requires collective 

actions among various participating firms in the district. 

Such conscious collective actions result in a social cohesion that 

contributes to local development. There are three origins that explain the 

importance of collective actions as a local governance device. The first are 

actions that can stimulate firms to discuss long-term local development 

objectives and ways to achieve them through political and institutional 

establishments. This situation can unite different interests among different 

categories of participating firms and promotes general commitment to such 

objectives to strengthen a sense of belonging to the local system. 

Second, actions are necessary to stimulate local collective bargaining so 

the relations between workers and suppliers in the districts are essentially 

cooperative, thereby favoring competition among district firms rather than the 

exploitation of one or more members. Third, actions are useful to obtain 

institutional solutions for joint marketing of specific collective goods, such as 

the organization of trade fairs to promote local products or sharing knowledge 

through the establishment of a technical school. Such collective goods are 
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important to improve the performance of the local industry. The goods produce 

external economies and may increase the productivity of participating firms and 

stimulate the creation of new firms. Collective actions only require the support 

of participating firms that get involved in collective bargaining if there is a 

problem that affects their business in the district. No one can push firms to sit 

together. 

Dei Ottati (2003a) distinguishes between two types of collective 

actions: normal and extraordinary. The first one refers to collective actions of 

the routine production activities within a cluster such as sharing new machinery 

and joint marketing, whereas the second comes up in extraordinary or 

uncommon situations such as collective bargaining with respect to a new 

government regulation that may become a constraint for collective efforts to 

develop a cluster. Collective actions among firms need the involvement of local 

and nonlocal public and private institutions. This implies that actions may be 

created in different forms, especially with respect to the supply of collective 

goods as well as common problems.  

 

Key insights for this study: 

The literature indicates some different definitions of industrial clusters. 

Here, I refer to the definition mentioned in the first part of this review. 

Furthermore, the Italian district literature provides a good insight in defining a 

cluster as a socioeconomic organization. In this perspective, interfirm 

relationships within a cluster can be explained in terms of the simultaneity of 

competition and cooperation. Firms within a cluster compete with each other 

but are supported by trust and reciprocal relationships among them. The Italian 

literature explains the mechanisms inside Indonesian clusters as socioeconomic 

organizations in which the simultaneity of competition and cooperation prevails. 

In addition, the Italian literature recognizes the existence of local 

economic institutions in coordinating collective actions among firms in a cluster 

and arranging roles in the game of interfirm relationships. An example of an 

institution is a local business association. The main function of the associations 

is to represent collective interests of a cluster community and determine the 

custom of cooperation among local people in a cluster. 

 

2.2 A Theoretical Foundation of the Duality of Structures and Actors 

Giddens’s structuration theory conceptualizes structures and actors as 

being one interdependent element. The agent–structure debate has become 

increasingly influential in social theory. The debate over dualism is relevant to 

all social sciences, including economics and organization theory (Jackson, 

1999). Structure-based approaches to institutions emphasize the ways 

institutions shape the preferences actors hold, whereas actor-centered 

approaches typically treat preference formation as outside their domain and 
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focus on the ways actors’ pursuit of their goals aggregate into social outcomes 

(Child, 1997). Structure-based institutionalists emphasize the ways institutions 

help define the interests actors hold, whereas actor-centered approaches focus 

on the ways in which actors behave given an exogenously determined set of 

goals (Reed, 1997). 

However, recently, some social theorists have argued that the stalemate 

between actor-centered and structure-based approaches to the social sciences is 

based on a false dichotomy (Giddens, 1979, 1984). These analysts claim that 

the constitution of actors and structures are not two independently given sets of 

phenomena, and the structural properties of social systems are both medium and 

outcome of practices they recursively organize (Giddens, 1984). These theorists 

contend that a dualistic perspective more accurately depicts the complexity of 

economic institutions (Jackson, 1999). 

Duality forms part of Giddens’s structuration theory, which has greatly 

influenced recent sociology (Giddens, 1984). Giddens’s (1976, 1979, 1984) 

work on structuration is an attempt to articulate a process-oriented theory that 

treats structure as both a product of and a constraint on human action. Instead of 

actors and structure standing separate and opposed, they are brought together in 

a duality of structure: Structures can be reproduced and transformed only 

through actors who themselves can come into existence only within a structured 

environment (Giddens, 1984).
2
 

Throughout his essays and books (1976, 1979, 1981, 1984), Giddens 

emphasizes that structures are enacted by what he calls “knowledgeable” actors 

(i.e., people who know what they are doing and how to do it), and actors act by 

putting into practice their necessarily structured knowledge. This concept of 

actors as “knowledgeable” and “enabled” implies that those actors are capable 

of putting their structurally formed capacities to work in creative or innovative 

ways. If enough people or even a few people who are powerful enough act in 

innovative ways, their actions could transform the very structures that gave 

them the capacity to act.  

According to Giddens (1976), structures define both the rules guiding 

action and the resources empowering action: Structure is “both the medium and 

the outcome of the practice which constitutes social systems” (Giddens, 1981, p 

                                                      
2 In his essays and books, Giddens does not distinguish the meaning of agents and actors, and 

even he uses both terms interchangeably. This study assumes that both terms are distinct and what 

Giddens denotes as agents’ are actors in this study. According to Meyer and Jepperson (2000), 

assumptions about actorhood are now so taken for granted and social scientists use the term actor 

with little reflexivity to denote people or organized groups, as if such entities are by definition 

actors. The actorhood of individuals is part of a system of social agency with organizations and 

national states. Meyer and Jepperson, 2000, p. 101) refer to agency as “legitimated representation 

of some legitimated principal, which may be an individual, an actual or potential organization, a 

nation–state, or abstract principles (like those of law or science, or more prosaically, high culture, 

or even etiquette” and actors “celebrate ideals of mobilized agency and enter into the sweeping 

collective action that is distinctive to modern society” (p. 110). 
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27.). Social systems refer to the patterning of social relations across time and 

space, understood as reproduced practices. Structure exists only as memory 

traces, the organic basis of human knowledge ability, and as instantiated in 

action. By social systems, Giddens means empirically observable, intertwining, 

and relatively bounded social practices that link persons across time and space. 

Giddens (1984) admits that any particular actor confronts a diversity of 

structures that seem quite independent of whatever they may do. He insists on a 

human potential to choose actions deliberately and to carry them through 

effectively, even in defiance of established rules and prevailing powers—in 

other words, this is the possibility and power of actors. At times, structure may 

constrain actors, but it is also pivotal to the enhancement of their powers and the 

development of actors (Giddens, 1984). According to Giddens (1976), action is 

intentional and goal directed. He relates on the production of structures and tries 

to examine how structures affect the production of action. Giddens (1981) 

argues that only by accepting a model wherein the actors reflexively monitor 

their actions will we be able to account for how the members of society produce 

their structures.  

Giddens’s formulation of structuration theory contains three different 

but interrelated structural types: signification, legitimation, and domination 

(Giddens, 1984). Signification structures involve symbolic representations that 

provide meaning and facilitate communication. Legitimation structures relate to 

norms and values. Domination structures relate to power as it involves the 

ability to control and mobilize resources. Giddens postulates two general 

structural types: rules and resources (1984). Rules are associated with 

legitimation and signification structures, and provide the meaning and 

legitimacy on which organizational actions are undertaken and evaluated. 

Norms and values and symbolic representations are associated with legitimation 

and signification structures, respectively, and provide legitimacy and meaning 

for initiating and evaluating action. Resources, both material and human, are 

associated with domination structures. The allocation of resources facilitates or 

impedes action, and supports or retards development of signification and 

legitimation structures. 

In addition, the concept of structuration refers to the transformation of 

social structures. For example, Giddens (1984) notes that modern society is 

characterized pre-eminently by its richness in organizations. He argues that 

change is now so rapid in modern societies precisely because the wide scope of 

contemporary organizations brings them into contradiction with so many other 

systems of activity (Giddens, 1984). These can be the effective instruments of 

collective actors. While as individuals we can do little to change the world, 

through purposive, reflexive organizations we can mobilize the power to 

transform social systems. Thus, structuration theory contends that institutions 

(structures) and humans are inextricably linked. Institutions influence how 

people communicate, enact power, and determine what behavior to sanction and 
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reward if institutions are encoded in actors’ stock of practical knowledge in the 

form of norms adapted to a particular setting (Giddens, 1979). Structuration 

theory theorizes the inter-relationships and interactions between local people 

and structure thereby providing an opportunity to theorize the influence of the 

actors’ skills and awareness in the process of institutionalization at the various 

levels (Giddens, 1979).  

There are two other major theories on the duality of actors and 

structures. In sociology, the work of Norbert Elias and Pierre Bourdieu contains 

main alternatives to that of Giddens. Elias’s (1991) social theory focuses on the 

concept of “figuration,” which refers to actual actors and their interactions, 

rather than on the institutional structures found in traditional approaches. 

Figuration avoids the dichotomy of actors and structure by relying on the direct 

relations among actors. In such figuration, people can be understood only 

through their place in social networks, and nothing can be gained by analyzing 

individual people in isolation from their social context or society in isolation 

from individual persons (Elias, 1991). 

The second theory, that of Bourdieu (1990, 2005), addresses the 

actor/structure issue as based on the idea of “habitus,” defined as the individual 

person’s stock of accumulated social knowledge and experience. According to 

Bourdieu (1990), habitus can explain human conduct: People’s internal 

dispositions derived from their past socialization ensure the constancy of social 

practices over time. 

Thus, the duality debate can help to soften the rigidities that have 

marred both conventional sociological theory and neoclassical economics 

(Jackson, 1999). In emphasizing the interdependence of actors and structure, 

duality-based approaches ensure that both will be fully appreciated in social 

(and thus economic) theorizing. 

 
Key insights for this study: 

Duality theory gives us the perspective that structure and actors are 

interdependent elements. This theory is useful to design an integrative analysis 

of socioeconomic structures and the role of actors within a cluster. Actors have 

some options to constitute structures of their environment; conversely, 

structures affect the behavior of actors in dealing with their life problems. 

Structures shape people’s practices, but it is also people’s practices that 

constitute (and reproduce) structures. Exploring relationships between actors 

and structures should help theorists obtain a comprehensive picture of the 

dynamics of a cluster. 

2.3 Theories Regarding Socioeconomic Structures of a Cluster 

This section consists of three subsections that describe theories 

regarding socioeconomic structures of one organization. To explore conceptual 

views of structures, new institutional economics in section 2.3.1 helps us 
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understand the economic perspective of structures, and new economic sociology 

in section 2.3.2 postulates the social perspective of structures. The theory of 

both kinds of trust (interpersonal and interorganizational trust) and reciprocity 

in section 2.3.3 end this second part of theoretical foundations. 

2.3.1 New Institutional Economics 

Some studies conclude that business strategy in emerging economies is 

strongly influenced by institutional contexts (North, 1990; Hoskinson et al. 

2000). A substantial literature on the interface between economic theory and 

business activity has highlighted the influence of the “rules of the game” (i.e., 

the reward structure of an economy on business activities). In practice, different 

incentive structures in different environments can result in economic activities 

that contribute to economic growth or they can result in rent-seeking behavior, a 

form of unproductive economic activities or may even lead to activities that are 

detrimental to economic growth (North 1990), whereas neoclassical economics 

sees social structures as constraints on rational individual behavior (Etzioni, 

1988). 

As North (1981, p. 5) states,  

 

“From the viewpoint of the economic historian this neoclassical 

formulation (in mainstream economics) appears to beg all of the 

interesting questions. The world with which it is concerned is a 

frictionless one in which institutions do not exist and all change 

occurs through perfectly operating markets. In short, the costs of 

acquiring information, uncertainty, and transaction costs do not 

exist. But precisely because of this nonexistence, the neoclassical 

formula does lay bare the underlying assumptions that must be 

explored in order to develop a useful theory of structure and 

change.” 

 

In this sense, NIE forces economists to turn their attention to the 

analysis of why institutions rise and persist.  

North (1991, p. 97) defines institutions as “the humanly devised 

constraints that structure political, economic and social interactions. They 

consist of both informal constraints (sanctions, taboos, customs, traditions and 

codes of conduct), and formal rules (constitutions, laws, property rights)”. He 

argues that “institutions consist of a set of constraints on behavior in the form of 

rules and regulations; a set of procedures to detect deviations from the rules and 

regulations, and finally, a set of moral, ethical behavioral norms which define 

the contours and that constrain the way in which the rules and regulations are 

specified and enforcement is carried out” (North, 1986, p. 233). 

Therefore, NIE differs from neoclassical economics in that it ascribes a 

greater importance to institutions and social structures (Hodgson, 1989). It 
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generally turns away from strict individualism toward a more structural outlook, 

in which the social and institutional context exerts a prime influence on 

economic activity (Rutherford, 1994). 

The NIE theory typically explains the emergence and maintenance of 

institutions through their alleged efficiency: If an institution is efficient, it will 

exist (North, 1989). North and Thomas (1973) emphasize that the rapid 

economic growth of Western Europe was due to its efficient economic 

institutions. One organization can pursue the establishment of institutional 

arrangements and property rights when it is efficient. Then the institutional 

arrangements and property rights can create an incentive to channel individual 

economic effort into activities that bring the private rate of return close to the 

social rate of return (North and Thomas, 1973).  

One of the strands of NIE is transaction cost economics (TCE). One 

variant of TCE promoted by Oliver Williamson has received widespread 

application (Ghoshal and Moran, 1996). It is a useful theoretical perspective to 

examine many facets of interfirm relationships, including their structures 

(Gulati, 1995), their continuity (Olk and Young, 1997), and their stability or 

survival (Parkhe, 1993).  

According to Williamson (1985; 1991), TCE is a common framework 

to understand how managers graft governance arrangements. It mainly involves 

contractual relations governance. Its general proposition is that managers align 

the governance features of interorganizational relationships to match known 

exchange hazards, particularly those associated with specialized asset 

investments, difficult performance measurements, or uncertainty (Williamson 

1985; 1991). In response to exchange hazards, managers may graft complex 

contracts that define remedies for foreseeable contingencies or specify 

processes for resolving unforeseeable outcomes. When such contracts are too 

costly to craft and enforce, managers may choose to integrate vertically 

(Williamson, 1991). 

Williamson (2000) considers four levels of institutions: At the top is the 

social embeddedness level, where norms, customs, and traditions are located; 

the second is referred to as the institutional environment, which consists of 

formal rules, such as constitutions, laws, and property rights; the third level is 

composed of the institutions of governance in which the governance of 

contractual relations becomes the focus of analysis; and the last level is resource 

allocation and employment at an organization level. 

Williamson (2000) argues that the top level of institutions (i.e., social 

embeddedness) is taken as given by most institutional economists. For this level, 

North (1991, p. 111) poses this query: “What is it about informal constraints 

that gives them such a pervasive influence upon the long run character of 

economies?” Williamson (2000) admits that NIE is involved principally with 

the second (formal rules or institutional environment) and third (governance or 

play of the game) levels of institutions. 
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Regarding the options of governance structure, Williamson (1985; 

1991) sets a research agenda by presenting the dichotomy between market and 

hierarchy. The leading question in his framework is this: When does a manager 

pursue a firm’s objectives, use the market, rely on her/his own organization, or 

use a mixed-mode relationship? 

Williamson (1985) argues that the cost of economic transactions 

influences the performance of economic functions within the boundaries of 

hierarchical firms rather than market processes that cross these boundaries. 

There are combinations of three dimensions that for the most part determine the 

optimal governance structure; that is, transactions can be effectuated through (1) 

the market, (2) the internal organization, or (3) an intermediate form: the 

frequency with which transactions recur, the uncertainty to which the 

transaction are subject, and the condition of asset specificity (Williamson, 1998).  

Visser (1996) maintains that the type of functional linkages between 

firms is influenced by institutions and institutional environments. As 

Williamson (2000) indicates, institutional environments prevail at a higher level 

of generalization than market and firm organizations do. In line with this 

argument, Menard (1995, p. 163) explains that the operational levels of 

institutions, organizations, and market are different, “with institutions being an 

over-arching class that subsumes both organizations and markets.” In this 

context, firms and markets are classified as institutional arrangements. Both are 

parts of operationalizations of specific institutions that make up the real-world 

structures in which people settle transactions (Menard, 1995). 

Moreover, Menard (1995, p. 170) refers to the market as “a specific 

institutional arrangement consisting of rules and conventions that make possible 

a large number of voluntary transfer of property rights on a regular basis, these 

reversible transfers being implemented and enforced through a specific 

mechanism of regulation, the competitive price system.” Visser (1996) gives 

examples of market institutions such as the promotion of price competition to 

reduce performance ambiguity. Meanwhile, firms are “designed to make 

possible the conscious and deliberate coordination of activities within 

identifiable boundaries, in which members associate on a regular basis through 

a set of implicit and explicit agreements, commit themselves to collective 

actions for the purpose of creating and allocating resources and capabilities by a 

combination of command and cooperation” (Visser, 1996, p. 172). Examples of 

formal institutions accompanying firms are tax and labor legislation, 

environmental regulations, and moral codes; in contrast, informal institutions 

are the ones that promote internal cooperation. Therefore, firms can be 

differentiated from markets in which they are socially embedded (Visser, 1996).  

The TCE theory is based on two behavioral assumptions about people 

who make inferences on the selection of a governance structure: bounded 

rationality and opportunism (Williamson, 1975). Bounded rationality is defined 

as the inability of people to anticipate properly the complex chain of 
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contingencies that might be relevant to long-term contracts. TCE expressly 

adopts Simon’s (1957) proposition that human cognition is subject to bounded 

rationality where this is defined as behavior that is intentionally rational but 

limitedly so. This behavioral assumption (bounded rationality) allows for an 

imperfect ability to assess all alternatives. Therefore, individuals do not 

maximize but only optimize with the information at their disposal (Williamson, 

1998).  

Opportunism is a person’s rational pursuit of his or her own advantage, 

with all means at his or her command, including guile and deceit (Williamson, 

1975). Indeed, one of the prominent contributions of transaction cost theory is 

Williamson’s statement about the existence of opportunism among transaction 

partners: Opportunism will increase transaction costs. Every agent is looking 

for personal gain (opportunism); therefore, contracts must be drawn up to 

attempt to minimize this opportunism (Williamson and Ouchi, 1981). The cost 

associated with these contracts is an example of transaction costs. 

Williamson (1975) defines opportunism as an effort to realize 

individual gains through a lack of candor or honesty in transactions. Crozier 

(1964, p. 194) defines “opportunism as the active tendency of the human agent 

to take advantage, in any circumstance, of all available means to further his own 

privileges.” According to Visser (1996, p. 14), opportunism creates a 

destructive problem in the economy: “Opportunism inflicts economic damage in 

combination with asset-specificity (which determines the losses to both parties 

in case of non-compliance), bounded rationality (which together with strategic 

distortion of information yields risks of adverse selection), as well as 

uncertainty about external factors.” 

Indeed, people engage not merely in the pursuit of self-interest but also 

in opportunism—“self interest seeking with guile; local people who are skilled 

at dissembling realize transactional advantages. Economic man is thus a more 

subtle and devious creature than the usual self-interest seeking assumption 

reveals” (Williamson, 1975, p. 255). It relates to some kind of information 

manipulation, by both giving distorted or incomplete information and making 

false promises before concluding or during the execution of a transaction 

(Williamson, 1985). 

Pfeffer and Salancik (1978) note that when a firm needs resources held 

by another firm, a competitive struggle often results in which only the firm that 

possesses or controls critical resources “wins” or gains control over the other 

firm. Firms that exhibit rivalrous behavior tend to perceive and structure 

relationships with their partner as zero-sum games, in which one firm’s gain is 

another firm’s loss (Jarillo, 1988). Thus, competitive behavior may encourage 

firms to behave opportunistically toward others (Griesinger, 1990). 

The mitigation of opportunism plays a central role in TCE (Coleman, 

1994). Opportunism is mitigated and constrained by authority relations and by 

the greater identification with transaction partners that one allegedly has when 
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both are contained within one corporate entity than when they face one another 

across the chasm of a market boundary (Williamson, 1985). In general, people 

protect themselves against opportunism in arm’s-length relationships (Uzzi, 

1997).  

Furthermore, regarding the concept of people, NIE rests on the two 

following principles: (1) the assumption of humans as “homo transaction cost 

economicus,” which implies that a person can perceive all transaction cost–

minimizing arrangements beforehand, and (2) the evolution principle, in which 

local people at different positions in the organization can perceive competitive 

pressures differently; this encompasses the notion that different views may be 

taken to favor efficiency-enhancing measures (Buckley and Chapman, 1997). 

The arguments of the first principle collide with the behavioral 

assumption of bounded rationality. If local people cannot cope with contracts 

featuring complex contingencies, it is doubtful whether they can select in 

advance an efficient decision-making procedure to be used in adapting to future 

contingencies (Dow, 1987). Moreover, people prefer energy-saving properties 

of acting rationally and engage in this type of behavior routinely. 

The second principle relates to the adaptation of governance structures 

in response to pressures for survival of the organization. This principle, which 

causes the drive for efficiency, does not necessarily relate to the most efficient 

form that can be identified, but it can be limited to structural arrangements that 

have actually been applied (Vosselman, 2000). It is logical that competitive 

pressures have an important role in the functioning of TCE (Buckley and 

Chapman, 1997); competition drives the need for an optimal governance 

structure. This argument is in line with an argument Roberts and Greenwood 

(1997) propose: The institutional environment enables and constrains decision 

makers in their efforts to be as rational as possible. Williamson (1998, 2000) 

defines the institutional environment as formal rules of the game, especially 

property (polity, judiciary, and bureaucracy). The rules are important in the 

operationalization of organizations. 

 

Key insights for this study: 

The NIE theory emphasizes the rational behavior of economic agents in 

interfirm relationships. Agents tend to behave rationally for the sake of their 

self-interest. In contrast to neoclassical economics, NIE ascribes to the 

importance of formal and informal institutions. It recognizes social 

embeddedness—which consists of informal rules such as the norms, customs, 

and traditions—as the top level of institutions and NIE concerns on the 

institutional environment—including formal rules—as the second level. 

The NIE theory through TCE is useful in understanding and defining 

the options of governance structures of institutions. There are three options: 

market, hierarchy, and the intermediate form of both. Each option has its own 

condition to prevail: Markets are achieved through prices, whereas hierarchies 



Socioeconomic Structures and Actors in Indonesian Industrial Clusters  | 25 

 

are constructed by authority. In selecting these kinds of structures, economic 

agents are assumed to be rational. However, this behavior is limited because of 

uncertainty and information access. Opportunism occurs when people wish to 

take advantage of their partners for their personal gains through guile and deceit. 

2.3.2 New Economic Sociology 

Economic sociology can be defined most simply as the sociological 

perspective applied to economic phenomena (Weber, 1922/1978). However, 

Etzioni (1988) argues that social economics is an appropriate term for all social 

science analyses of the economy—economic theory plus economic history, 

economic sociology, and so on.  

By demonstrating the positive role of social relationships in modern 

economic life, sociologists have contributed to a time-honored research 

program revitalized by Granovetter (1985) with his seminal essay on the social 

embeddedness of economic transactions. Whereas economists typically have 

ignored social relations or treated them as an obstacle to attain economic 

rationality, sociologists have shown that economic rationality actually can be 

enhanced by embedding transactions in social networks that facilitate trust and 

diminish the risk of opportunism (Granovetter and Swedberg, 1992). 

According to Smelser and Swedberg (1994) in the Handbook of 

Economic Sociology, Harrison White (1981) initiated a renewed interest of 

sociologists in economic phenomena. Since the mid-1970s, he developed a 

sociology of markets (Smelser and Swedberg, 1994). One of White’s students, 

Mark Granovetter, wrote a seminal article titled “Economic Action and Social 

Structure: The Problem of Embeddedness,” published in 1985. This article was 

inspired by Polanyi’s essay “The Economy as an Instituted Process.” 

Granovetter (1985) argues that the economy is structurally “embedded” in 

networks that affect its working. This focus on networks was soon picked up by 

the label of the new economic sociology—a term also introduced by Granovetter 

(Smelser and Swedberg, 1994) which stresses the importance of networks. 

Granovetter (1985) defines a network as a regular set of contacts or 

similar social connections among individual people or groups. An action by a 

member of a network is embedded because it is expressed in interaction with 

other people (Granovetter, 1985). He uses the concept of networks, which is 

especially useful in the sociological analysis of the economy as a starting point 

to criticize NIE. Granovetter (1985) argues that his concept is close to concrete, 

empirical reality. Its use prevents conceptual errors common in mainstream 

economics theory and NIE. He singled out the notion of “efficiency” used in 

NIE to explain the emergence and structure of social institutions (Granovetter, 

1985).  

According to Granovetter (1990), there are three key propositions in 

economic sociology with respect to economic institutions. First, economic 

action is a form of social action. In other words, the pursuit of economic goals 
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is accompanied by that of such noneconomic ones as sociability, approval, 

status, and power. Economic action can be rational, traditional, or irrationally 

speculative (Weber, 1922/1978). 

Second, economic action is socially situated. It cannot be explained by 

individual motives alone and is embedded in ongoing networks of personal 

relations rather than carried out by local people. As a result, the concept of 

people focuses on the people as a socially constructed entity, as people in 

interaction, or as people in society. Thirdly, economic institutions are social 

constructions. It means that economic institutions do not arise automatically in 

some form made inevitable by external circumstances but are socially 

constructed. 

In expanding the three propositions, Granovetter (1990) introduces the 

theory of social embeddedness. This theory provides a conceptual basis for 

examining the benefit of collectively agreed ties. Granovetter (1985) suggests 

that economic activities must be considered in terms of the social structure in 

which such activities are embedded. Social embeddedness means that economic 

action and outcomes, like all social actions and outcomes, are affected by 

people’ relations and by the structure of the overall networks of relations 

(Granovetter, 1990). People are not like atoms; rather, they behave in their 

social context and are embedded in concrete, ongoing systems of social 

relations at purposive action of people’ attempt (Granovetter, 1985). 

He argues that there are two dimensions of social embeddedness: 

structural and relational (Granovetter, 1990). Structural embeddedness is the 

structure of the overall network of relations defined in size, density, and 

diversity, and relational embeddedness is the extent to which economic actions 

are affected by the quality of actor’s personal relations and emphasizes socially 

based relationships (Granovetter, 1990). The structural dimension of social 

embeddedness refers to the structure of the network—that is, the impersonal 

configuration of linkages between people or units (Nahapiet and Ghoshal, 1998). 

This can contribute differently to resource acquisition. For example, it has been 

argued that cohesive or densely embedded structures are conducive to creating 

shared frames of references, which could facilitate the transfer of knowledge 

(Coleman, 1990). 

The relational dimension focuses on characteristics such as friendships, 

reciprocity, and trust that people develop with one another (Uzzi, 1997). In a 

social relation, relational governance is the deliberate interfirm cooperative 

arrangement based on informal rules and unwritten codes of conduct that affect 

the behavior of firms when dealing with others (Poppo and Zenger, 2002). 

Social exchange, as well as the frequency, intensity, and reciprocity of the 

relation, also contributes to the building of trust and shared frames of references, 

which influence the ease with which information and knowledge can be 

communicated and assimilated (Burt, 1992). 



Socioeconomic Structures and Actors in Indonesian Industrial Clusters  | 27 

 

In the same vein, Putnam (2000, p. 19) defines social capital as “norms 

of reciprocity and trustworthiness,” which are reproduced in personal relations. 

That is how communities are held together by trust (Putnam, 1993, 2000). 

According to Putnam (2000), there are two different consequences of trust 

generation in communities: bonding and bridging. On the one hand, trust 

stimulates communities to be exclusive, homogenous, and inward looking in 

that the value of communities is formed from inner-community trust. In this 

situation, based on Putnam’s definition, communities are held together by 

bonding. In the bonding communities, reciprocity and solidarity are useful to 

give social and psychological support to members of the communities by 

generating trust between the members (Putnam, 2000). An inward-looking and 

homogeneous culture can make local agents more vulnerable to exogenous 

pressures, and “strongly embedded regional networks [can] insidiously turn 

from ties that bind to ties that blind” (Grabher, 1993, p. 24). 

On the other hand, the generation of trust by bridging means that value 

is created in relation with other communities (Putnam, 2000). This situation can 

generate broader identities for the members of the communities. Bridging is 

required to avoid the members falling into mutually reinforcing processes of 

cultural isolation and socioeconomic deprivation (Scholten and Holzhacker, 

2009). 

Indeed, Shaw (1998) reveals that social embeddedness can play both 

positive and negative roles in the development of a firm depending on network 

membership and on the nature of what flows through the social network. The 

development and maintenance of relational governance with a dense network of 

social ties in a cluster may involve considerable costs in terms of being isolated 

from external environment and creates the appearance of free riders. 

Embeddedness may restrict firm access to new information from external 

environments or the wider societal context (Uzzi, 1997; Gargiulo and Benassi, 

2000). The combination of sectoral and geographical concentration as 

characteristics of industrial clusters can make their locality vulnerable to 

exogenous shifts in products and technology. A more diversified local economy 

can prevent this and is less vulnerable to external shocks (Uzzi, 1997; Brass and 

Labianca, 1999; Gargullo and Benassi, 1999). 

One significant obstacle to innovation in small and medium-sized 

firms is weakness in collecting external information and their adaptability to 

increased turbulence from the external environments (Buijs, 1987; Freel, 2000; 

Rothwell, 1994). Particular norms that are respected within a cluster can result 

in over-embeddedness (Uzzi, 1997), which insulates information external to 

the relationship. This blindfolds a cluster for new relevant information. This 

cost may even be greater if the uncertainty associated with the gathering of this 

information and the probability of maintenance of new ties is taken into 

account (Poppo and Zenger, 2002). 
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That is why Sengenberger and Pyke (1991) stress the problem of many 

small manufacturers being isolated from their external environment. The 

ability to withdraw from social embeddedness that is no longer advantageous 

has often been recognized as an important factor in the adaptability of firms 

(Uzzi, 1997). The more intense and productive the ties with old contacts are, 

the more difficult it will be to end those relationships (Gargiulo and Benassi, 

2000). In addition, Weber (1922/1978 ) states that cozy intergroup 

relationships of the sort frequently found in solidarity communities can give 

rise to a gigantic free-riding problem. Less diligent group members can enforce 

on successful members all types of demands backed by the same normative 

structure that makes the existence of trust possible.  

In clusters, free riding can have a negative effect on relationships 

among firms because the free riders tend to exploit resources created by other 

more innovative firms; for example, they imitate successful products at lower 

costs and lower quality (Portes and Sensenbremer, 1993; Rabellotti, 1996). 

When the existence of free-riding behavior results from the multiple linkages 

of firms in clusters, unfair relationships are created (Portes and Sensenbremer, 

1993). Free riders do not have to spend time and budget to create new design 

or products because they only imitate designs or products from other firms. 

Under this condition, firms that are not free riders cannot minimize their 

business risks and have no motivation to achieve higher levels of firm 

performance in terms of innovative products, technical progress, market 

expansion, and sales returns.  

 

Key insights for this study: 

New economic sociology indicates that economic action is socially 

situated. In this perspective, the rational pursuit of people joins together with 

social actions of people in their social system. New economic sociology 

introduces social embeddedness theory, which emphasizes cohesion between 

parties that is supported by trust and reciprocal relationships. Social 

embeddedness refers to the mechanisms in which economic actions of people 

are affected by social construction of people’s behavior. 

Furthermore, this theory recognizes negative roles in the development 

of a dense network of social ties. It introduces the concept of bonding and 

bridging in communities in relation with trust generation. Embeddedness 

between participants in one community can be a constraint to establish contacts 

with external institutions, due to inter-community trust. In this situation, the 

communities are held together by bonding, which supports reciprocity and 

solidarity among the members of the communities. In addition, over-

embeddedness can give rise to free-riding problems. Certain people copy what 

other people have done successfully without any contribution of the process in 

pursuing that achievement. 
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2.3.3 Interorganizational trust, interpersonal trust, and reciprocal 

relationships 

Within organization theory, there are three theories that have been 

developed to explore the relational dimensions of social embeddedness: 

interorganizational trust, interpersonal trust, and reciprocal relationships. 

The relational dimensions of social embeddedness that are based on 

reciprocity and mutual trust are important starting points to understand the 

influences of network structures on economic behavior (Podolny and Baron, 

1997; Rowley, Behrens, and Krackhardt, 2000). The dimensions focus on 

behavior of the exchange parties—in particular, trust, confidence, and 

information sharing (Uzzi, 1997)—and also refer to the degree to which 

exchanging parties mutually consider one another’s needs and goals, defined as 

the quality of dyadic exchanges (Granovetter, 1992). The constructs also 

encompass efficient access to information in terms of the availability, 

competencies, and reliability of potential partners, which lower searching costs 

and alleviate risk of opportunism (Granovetter, 1985; Gulati, 1995). 

2.3.3.1 Trust 

The study of trust has its roots in psychology and social psychology and 

is intuitively an interpersonal phenomenon. Empirical studies in sociology 

conclude that expectation of trust ultimately resides within individual persons, 

but researchers in management have taken up the idea of interpersonal trust and 

extended it to the organizational level (Gulati, 1995; Zaheer et al., 1998). Ring 

and Van de Ven (1994) explain that the definition of the role of 

interorganizational trust is stable and enduring although the individual people 

within an organization may be transitory. Thus, not only is interpersonal trust 

necessary but also interorganizational trust may be significant within the roles 

and routines of the organization (Ring and Van de Ven, 1994). 

However, it has been suggested that it may not be possible to study 

interorganizational and interpersonal trust using similar measures (Zaheer, et al., 

1998). According to Zaheer et al. (1998), interpersonal trust and 

interorganizational trust are related but empirically and theoretically distinct. 

Interpersonal trust refers to “the extent of a boundary-spanning agent’s trust in 

her counterpart in the partner organization. In other words, interpersonal trust is 

the trust placed by the individual boundary spanner in her individual opposite 

member. Interorganizational trust is defined as the extent of trust placed in the 

partner organization by the members of a focal organization” (Zaheer et al., 

1998, p. 142). 
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According to Rotter (1967), interpersonal trust is based on an 

expectancy held by an individual person or group that the word, promise, or 

verbal or written statement of another individual person or group can be relied 

on. Most studies that examine interpersonal trust rest on the premise that 

people’s trust in another party affects how they interact with the referent of the 

belief. Interpersonal trust refers to a personal characteristic of a partner in his or 

her social life. If it is believed that a person’s words are reliable and correspond 

with his or her deeds, he or she will be considered trustworthy. 

Simply aggregating interpersonal trust as a proxy for 

interorganizational trust ignores the influence of social context in the form of 

individual people’s interactions (Coleman, 1990) and organizational rules 

(Sitkin and Roth, 1993) that constrain and orient its members. Nooteboom et al. 

(1997) acknowledge the individual person’s key role and consider that his or 

her propensity to trust is affected by the organizational culture. Subsequently, 

the authors treat trust as an individual person’s perception with respect to the 

partner organization, and their variables identify trust as the perception of a 

mutual relationship.  

Indeed, many researchers on interorganizational relationships identify 

certain critical success factors in such relationships. Among the most common 

and possibly most critical ones is the role of trust in facilitating the organization 

and coordination of economic activities between firms. Trust studies in 

disciplines like psychology, social psychology, and sociology have 

tremendously influenced trust literature in the field of business studies 

(Seppanen et al., 2007). Authors typically combine different theoretical 

approaches to capture the multidimensional and complex nature of 

interorganizational trust.  

Seppanen et al. (2007) review empirical studies on interorganizational 

trust that were published in scientific journals between 1990 and 2003 and 

conclude that the most common theoretical approaches behind the empirical 

studies were sociological and psychological. They noticed that social exchange 

theory was used in four studies (Ganesan, 1994; Aulakh et al., 1996; Smith and 

Barclay, 1997; Young-Ybarra and Wiersema, 1999), literature on marketing 

channels was used in three studies (Ganesan, 1994; Chow and Holden, 1997; 

Nooteboom et al., 1997), and transaction cost economics in three (Nooteboom 

et al. 1997; Young-Ybarra and Wiersema, 1999; Mollering, 2002). 

According to Seppanen et al. (2007), Sako and Helper (1998) and 

Young-Ybarra and Wiersema (1999) offer the most comprehensive view of the 

complex phenomenon of trust in interorganizational relationships. These two 

studies propose a combination of social, psychological and economic 

approaches. Sako and Helper (1998, p. 388) combine economic, sociological, 

and psychological theories, and their definition of trust as “an expectation held 

by an agent that its trading partner will behave in a mutually acceptable manner, 

and will act fairly when the possibility for opportunism is present” reflects the 
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sociopsychological expectation of reciprocity, and the economic approach to 

trust as prediction and economic concepts (opportunism).  

According to Sako and Helper (1998, p. 396), there are three types of 

trust: contractual (operationalized by the statement “We prefer to have 

everything spelled out in detail in our contract”), competence (captured by the 

reverse-coded statement “The advice our customer gives us is not always 

useful”), and goodwill trust (operationalized by the statement “we can depend 

on our customer always to treat us fairly”). Their findings also supported the 

notion that the institutional environment may be influence the development of 

firm-level practices, which further influence trust.  

In a similar vein, Young-Ybarra and Wiersema (1999, p. 443) combine 

transaction cost economics and social exchange theory in their theoretical 

framework, which is reflected in their definition: “Trust is based on three 

components: dependability (expectation that the partner will act in the alliance’s 

best interests), predictability (consistency of actions by the partner), and faith 

(the belief that the partner will not act opportunistically even in unforeseen or 

novel situations).” They use the vocabulary of both transaction cost economics 

(opportunism) and social exchange theory (expectation of reciprocity). 

The TCE theory provides useful conceptual tools for analyzing the role 

of trust in interorganizational relationships and is used by Young-Ybara and 

Wiersema (1999) and Sako and Helper (1998). A central concept of TCE is 

opportunism rather than trust. It has been referred to as “calculative trust”: Trust 

makes sense only if it goes beyond calculative self-interest (Williamson, 1993, 

p. 463). It emphasizes its risk-decreasing nature and enhances the prediction or 

expectation of the other actor’s future behavior. In designing the structure of 

organizations, the reliance on trust is seen to be too fragile as compared with 

devising economic safeguards against opportunism (Williamson, 1985). 

However, TCE argues that because people have the potential for opportunistic 

behavior, safeguards must be put in place to ensure trustworthy behavior 

(Williamson, 1993).  

According to Williamson (1993), there are three kinds of trust: 

calculative, personal, and institutional. Calculative trust refers to a rational kind 

of trust caused by mutual hostages and other economic commitments. Personal 

trust is associated with trust from a psychological approach that exists only in 

personal relationships and does not depend on calculations of self-interest for its 

formation or continuation. Although institutional trust is calculative too, it 

originates from the social and organizational embeddedness. 

In addition, Williamson (1993) argues that when the cost of 

opportunistic behavior is greater than its benefit, it will be in the rational self-

interest of exchange partners to behave in a trustworthy manner. Thus, trust 

between partners is a result of rational decision making in their own economic 

interest (Williamson, 1993). This type of trustworthy behavior is emphasized in 

most economic models of exchange and has been referred to most commonly as 
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a lack of opportunistic behavior (Barney and Hansen, 1995). Therefore, TCE 

assumes that when an organization believes that a partner engages in 

opportunistic behavior, such perceptions will lead to a decreased trust. 

An economic approach to trust overlooks social and ethical norms and 

exaggerates the influence of opportunism in organizations (Sepphanen et al., 

2007). Indeed, trust in economic activities cannot be understood and explained 

without a constructive dialogue between the disciplines of economics and 

sociopsychology (Mollering, 2002). Mollering (2002, p. 157) concludes that 

although his study integrates the concept of trust into the theory of economic 

organization at the most general level, “the straightforward annexation of trust 

by transaction cost theory … is rejected.” This is understandable as trust has not 

traditionally been a focal concept in economic theories such as transaction cost 

economics (Williamson, 1975), even when its impact was subsequently 

proposed as potentially lowering transactions costs (Williamson, 1990) and 

increasing benefits. 

In addition to limiting transaction costs, trust represents one such 

important social context factor and forms part of the utility of a relationship. As 

Granovetter (1990) explains, many attempts of rational, economic action are 

really “embedded” in social relations and “the role of concrete personal 

relations and structures of such relationships in generating trust and 

discouraging malfeasance” (1985, p. 490).  

According to Young-Ybarra and Wiersema (1999), there are two main 

sources of trust in the social exchange literature: reputation and shared values. 

For the first source, knowledge of previous relationships or alliances that 

depends on the length of the attachment between the parties is the important 

factor (Gulati, 1995). The knowledge that an organization can be trusted is 

based, in part, on that organization’s reputation. Thus, trust develops between 

partners over time and is intimately tied to past experiences. In line with this 

idea, Ring and Van de Ven (1992) argue that trust occurs between two parties if 

they previously have had successful experiences regarding repeated transactions 

and both parties perceive that the partner has acted equitably. 

Shared values require only current knowledge about one’s partner to the 

exchange and may be transmitted through the current exchange process. In this 

source, trust develops in part as the result of an interpretation of both exchange 

partners regarding his or her counterpart’s motives and intentions for the 

exchange goals (Morgan and Hunt, 1994). The factors affecting this second 

source are communication and understanding of the relationship goals of the 

partners. 

Thus, trust is an essential component in a social exchange relationship. 

An individual person may be willing to establish an exchange relationship with 

others by voluntarily giving benefits to others first and then expecting returns in 

the future (Wu et al., 2009). The higher the degree of trust perceived by the 
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giver and the recipient, the stronger will be the social exchange relationship that 

exists between them (Wasko and Faraj, 2005). 

2.3.3.2 Reciprocal relationships 

The second dimension of relational embeddedness is reciprocity. 

Sociologists, social psychologists, and philosophers view it as one of the basic 

norms taught in all societies (see Gouldner, 1960; Thompson, 1967; Becker, 

1990; Ostrom, 1997, 2003). Rindfleisch and Moorman (2001) discuss the 

concept of relational embeddedness as the degree of reciprocity and closeness 

among participating firms.  

Gouldner (1960) defines reciprocity as the degree of equality or 

comparability of the supportive actions performed for and by an individual 

person. Thompson (1967) refers to this as a feedback process. Such processes 

indicate that interdependence involves back-and-forth interactions as parties 

continually process new information (Thompson, 1967). Through mutual 

adjustment, parties jointly solve technical problems to master the development 

of complex new products and processes. According to Axelrod (1984) in his 

seminal work on two-person prisoners’ dilemma tournaments, reciprocity is an 

essential characteristic of strategies capable of sustaining social cooperation. 

Reciprocal strategies punish defection by changing the likelihood of future 

cooperation in response to the current defections of others, thereby reducing 

their vulnerability to exploitative strategies. 

All reciprocity norms share the common ingredient that people tend to 

react to the positive actions of others with positive responses (Ostrom, 2003). 

The specific reciprocity norms that people learn vary from culture to culture and 

within a broad cultural milieu, across different types of situations that are 

confronted repeatedly (Ostrom, 1997). 

The degree of reciprocity cannot be measured as provision of 

companionship. Companionship is generally beneficial to both participants in 

their relationships. Therefore, distinctions are made between relationships that 

are to the parties’ advantage (more support is received than is given), reciprocal 

relationships (the same amount of support is received as given), and 

relationships that are to the parties’ disadvantage (more support is given than is 

received) (Axelrod, 1984). 

Thus, reciprocity can be measured as supportive actions directed from 

one firm to another firm maintaining bilateral relationships. When many people 

use reciprocity, there is an incentive to acquire a reputation for keeping 

promises and performing actions with short-term costs but long-term net 

benefits (Ostrom, 2003). Whether reciprocity is advantageous to individual 

people depends on the behavior of other people who are likely to use reciprocity 

and on an individual person’s capacity to judge the likely frequency of 

reciprocators in any particular situation and over time (Ostrom, 1997).  
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At both levels, failure to reciprocate may result in strong sanctions and 

significant damage to one’s reputation as a trustful contact, a damage that can 

be consequential for the manager’s ability to create new ties. This failure to 

reciprocate is precisely what people often disapprove of in the “instrumental” 

individual, the person who cuts the ties of obligation to the group when he or 

she sees no further benefit in his or her exchanges with the other members 

(Gargiulo and Benassi, 1999). However, when there are many others who use a 

form of reciprocity that always strengthens cooperation, even in one-shot 

situations, cooperation may lead to greater returns when a series of diverse 

situations is considered together (Ostrom, 1997). 

In fact, reciprocity occurs in not only social embeddedness; it also 

happens in market linkage. According to Fafchamps (1999), market exchange is 

based on the concept of reciprocity. However, there is a sharp distinction 

between reciprocity in market exchange and social embeddedness. In the former, 

reciprocity is explicit: The buyer reciprocates to the seller by giving money at a 

specific time. In the latter, reciprocity is in an unspecified manner at some 

unspecified time in the future: “In market exchange, to guarantee that 

individuals do not get more from the community than what they contribute, one 

must ensure that they do not spend more than they earn” (Fafchamps, 1999, p. 

4). 

Reciprocity between two firms is seen as an indicator of the highest 

level of intimacy (Rook, 1987). Not only is the extent to which both firms 

receive support important; but also the extent to which support exchanges is 

reciprocal is significant. That support is an important factor stimulating firms to 

improve firm performance because it reduces the likelihood of opportunism-

based conflicts. In reciprocal relationships, firms can help one another as part of 

a long-term mutual understanding, lending machines, labor, and knowledge 

sharing.  

In reciprocal situations, confidence can develop when firms engage in 

long-term relationships, in turn, enabling firms to achieve more product 

innovation as well as better manufacturing and marketing performance. At the 

same time, firms are stimulated to obtain greater returns because reciprocity 

promotes negotiating efficiency. Reciprocal relationships between parties 

enable each party to be more flexible in granting concessions because of the 

expectation that the exchange partner will reciprocate in the future. 

 

Key insights for this study: 

The theories on trust indicate that the concepts of interpersonal trust and 

interorganizational trust should be distinguished. In interfirm relationships, 

especially those between firms within a cluster, both kinds of trust can be 

applied because participant firms in a cluster are located and do business in the 

same area. Interpersonal trust based on psychological approach refers to trust in 

the personal life of people, while interorganizational trust represents trust 
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between and among people in their relationships with other business partners. 

Interorganizational trust can be based on an economic as well as a social 

exchange approach. An economic approach of trust is from TCE. From the TCE 

perspective, trust is based on a calculative process as firms observe the 

cooperative behavior of their partners. The social exchange approach 

determines trust on the basis of shared values among partners and reputation. 

The concept of reciprocity explains how to measure reciprocal 

relationships between and among people. In this study, I apply the concept of 

reciprocity in embedded ties, although reciprocity can occur in either embedded 

ties or market relations. Reciprocal relationships are the balanced relationships 

in which people receive the advantage as much as what they have been given. In 

embedded ties, relationships are typically expected to be reciprocated in an 

unspecified manner at some unspecified time in the future. 

2.4 A Theoretical Foundation of Leadership Types of Actors 

There is a wide range of literature on the role of influential actors. It 

deals with the body of knowledge about leadership, which can be applied to 

explain the role of influential actors in a decision-making process in local 

economic institutions within a cluster. 

Leadership has been defined by many different disciplines—for 

example, psychological, interpersonal and sociological concepts of leadership in 

behavioral sciences. Organizational theorists have provided several 

explanations of leadership (Yukl, 1998). Leadership has been examined from 

multiple perspectives, including the leader’s personal characteristics, the nature 

of the organizational context, and characteristics of subordinates. The definition 

of leadership in terms of influence, group, and goal tend to hold sway, albeit in 

various guises, in much of the history of leadership theory and research 

(Bryman, 2001). 

Three elements can be discerned that are common to many leadership 

definitions: influence, group, and goal (Bryman, 2001). First, leadership is 

viewed as a process of influence whereby the leader has an impact on others by 

inducing them to behave in a certain way. Second, that influence process is 

conceptualized as taking place in a group context. Group members are 

invariably taken to be the leader’s subordinates and thus the persons for whom 

the leader has some responsibility. Third, the leader influences the behavior of 

group members in the direction of goals with which the group is faced. 

Effective leadership—the holy grail of leadership theory and research—will be 

that which accomplishes the group’s goal(s). 

However, in subsequent research this leadership concept has not dealt 

with the type of decision-making context and thus has had limited applicability 

for decision situations (Shrivastava and Nachman, 1989). Processes by which 

such decisions are made become vehicles for individual people and groups to 

shape organizational strategies.  
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Organizations are composed of individual people, and they differ in 

behavioral characteristics (Ireland and Hitt, 1999) such as interpersonal 

relationships, individual orientations, goal orientation, and risk preferences. 

These people also differ in membership of the functional and technical 

subgroups or organizational units, and in levels on the authority and/or 

hierarchy. Each of these personal characteristics and different levels create a 

slightly different view of the need for change in the strategy, structure, and 

system of firms. 

Selecting the strategy and design of the structure and systems cannot be 

done individually because of the great complexity of the selection process; it 

must be the result of a coordinated and integrate group effort, despite the 

complexity of organizations (Daily et al., 2002). To bring about this integrated 

and coordinated group effort, an effective decision making process is vital 

(Denis, Lamothe and Langley, 2001). Leadership that emerges in processes of 

strategic decision making is called strategic leadership (Shrivastava and 

Nachman (1989); Ireland and Hitt (1999); Denis, Lamothe and Langley (2001)). 

Indeed, Daily et al. (2002) conclude that in the case of small to medium-sized 

enterprises, leaders tend to occupy a position of serving as the focus of decision 

making. 

Summer (1980) presents strategic leadership as a multifaceted concept 

that involves such functions as the integration of societal ethics with 

organizational ethics; the alignment of philosophies regarding the roles of 

leader, society, and organizational constituents and the enactment of those 

philosophies; and the alignment of the organization with respect to influence 

and power in society. The current study challenges the assumption that only 

chief executives provide strategic leadership in organizations: Strategic 

decisions can emerge out of complex negotiations between internal and external 

stakeholders (Shrivastava and Nachman, 1989). 

As a social process, strategic decision making involves multiple 

partisan members who must interact over extended periods of time to reach 

semiconsensual decisions (Mintzberg, 1983). Strategic decision making entails 

sub-processes of technical puzzle solving, social adjustment, political 

bargaining and negotiations, and organizationwide communications. A variety 

of environmental factors also influence strategic decision processes such as 

technology, suppliers, markets, and regulatory agencies (Ireland and Hitt, 1999). 

Daily et al. (2002) suggest that a satisfactory study of community leadership 

must involve a detailed examination of the whole decision-making process as it 

is exhibited over a range of issues. 

In their study on pluralistic and dynamic organizations, Denis, Lamothe, 

and Langley (2001) view strategic leadership as a collective phenomenon to 

which different people can contribute in different ways. Such organizations 

consist of people from many firms within a cluster who differ in several 

behavioral characteristics or dimensions, such as interpersonal relationships 
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(formal vs. informal), individual orientations (tasks vs. people), risk preferences 

(low vs. high), time orientation (short vs. long), uncertainty tolerance (minimal 

to complete), goal orientation (corporate vs. individual), and problem solving 

style (intuitive vs. analytical).  

These people also differ in memberships of functional and technical 

subgroups or organizational units and in levels on the authority hierarchy, from 

cluster level to sub-unit of production at the firm level. Each of these personal 

characteristics, group memberships, and hierarchical levels create a slightly 

different view of the need for interventions or change in strategy, structure, and 

system.  

In addition, in such organizations, the selection of the strategy and the 

design of the structure and systems cannot be done individually because of the 

great complexity of the business process in a cluster; it must be the result of a 

coordinated and integrated group effort. Despite the variety of personal interests, 

behavioral characteristics, group memberships, and hierarchical levels among 

the members of a cluster, leading actors must promote a joint perspective. Thus, 

to bring about this integrated and coordinated group effort, strategic leaders are 

necessary (Denis, Lamothe and Longley, 2001). 

Shrivastava and Nachman (1989) define seven facets of strategic 

leaderships: )1) embodiment of leadership (whether strategic leadership is a 

function of groups of leaders, personal traits, or authority structure); 92) 

sources of influence (whether the leaders use personality and charisma or 

official rules or expertise knowledge); (3) leader–member relationships (the 

leaders exert direct controls or have collegial relationships with the members); 

(4) leadership role orientation (whether the leader makes rules or takes on 

organizational predefined rules); (5) unit of analysis (individual level or 

industry level); (6) leadership system orientation (a closed or open perspective); 

and (7) structuring of the leadership act (bounded by formal rules, creating new 

rules, or interpreting rules on the basis of the situation). These facets as 

reflected in strategic decision processes are a way to analyze how strategic 

leadership is enacted within an organization (Shrivastava and Nachman, 1989).  

In line with Shrivastava and Nachman’s (1989) facets, especially the 

first, fourth, sixth, and seventh, Denis, Lamothe, and Longley (2001) define 

four views of strategic leadership within a pluralistic and dynamic organization 

context. The first view is leadership as a collective phenomenon to which 

different actors can contribute in different ways. It is an attempt to determine 

whether leadership emerges as a result of one person, several persons, and/or 

from the situation that any group member could enact a prescribed rule in a 

particular situation. Although the popular business press still tends to give 

inordinate attention to the individual leader, researchers have recently stressed 

that leadership requires the contributions of more than a single person. For 

example, Hambrick and Mason (1984) and Eisenhardt (1989) focus on top 
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management teams, and Pettigrew and Whipp (1991) emphasize that change 

leadership in large firms they studied often involved many people. 

A group of people collectively may possess the necessary skills and 

behavior to design and carry out a major organizational change. In some cases, 

collective leadership is indeed explicitly formalized within an organization’s 

structure, leading to a variety of possible divisions of roles (Stewart, 1991). 

Ireland and Hitt (1999) conclude that a strategy of selection and translation and 

a process of implementation cannot be performed by one person. No single 

person can impose his or her vision and preferences on an organization and 

bring about substantive change (Denis, Lamothe, and Langley (2001). Groups 

of multitalented and diversified people could be the answer to strategic planning 

and change for the future (Manz and Sims, 1987). 

The second view is strategic leadership as a process phenomenon. This 

view focuses primarily on what leaders do to mobilize others in a system of 

interrelationships rather than on who they are. This leads to the question of 

whether leaders are involved in rule-taking or rule-making (Graen, 1976). In the 

latter orientation, the leaders define rules (for themselves, the group, and/or the 

organization) and allocate task responsibility and resources toward the 

accomplishment of personally identified goals. In the rule-taking orientation, 

the leaders, group, and/or organization adopt predefined rules or assume rules 

that are a consequence of emergent task requirements, which are guided by the 

larger social system (Shrivastava and Nachman, 1989). 

Therefore, actors can control an entire cycle by setting the boundary 

conditions for production and marketing of the final product (Knorringa, 1994). 

According to Knorringa (1999), through superior access to information and 

resources, local actors can determine product specifications and set price ranges 

in accordance with selected market segments. Actors decide whether and when 

to use distinct categories of small enterprises. They can select suitable small 

enterprises and incorporate them into their industrial networks and  exert control 

over them by fixing standards for inputs and outputs (Knorringa, 1994).  

The third view involves strategy that is viewed as a dynamic 

phenomenon in which participants, roles, and influences evolve over time. In 

this view, there are three types of leaders’ actions: symbolic, substantive, and 

political: 

 Symbolic consequences refer to changes in an organization’s dominant 

strategic frame or interpretative scheme which is the set of accepted ideas about 

what the organization’s role and strategy should be. Substantive consequences 

relate to the effects of leaders’ actions on resource allocations, organizational 

structures and realized strategies; political consequences indicate effects in 

terms of the distribution of formal and informal power and the evolution of 

leadership roles within a leadership constellation (Denis, Lamonthe and 

Langley, 2001, p. 811).                                                                                               
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The last view is the willingness of leaders to initiate networking with 

external environments. It represents strategic leadership as a supra-

organizational phenomenon. This third viewpoint leads to the question whether 

an open or closed perspective is taken by the leadership of a cluster organization 

(Shrivastava and Nachman, 1989). A closed systems orientation toward the 

organization and the environment is associated with concerns that are localized 

and confined to the internal operations of the organization rather than to the 

environment. An open perspective is orientated toward maintaining a positive 

balance of exchanges between the organization and the environment. 

Institutional theorists argue that the more an open perspective is taken by the 

leadership of the organization, the more likely leaders are to respond to external 

demands for change (Denis, Lamothe, and Langley, 2001). Accordingly, 

leadership mobilizes support and manages relationships not only within the 

organization but also outside the organization.  

 

Empirical research about the role of actors and local business associations in 

clusters 

Some studies show that clusters were usually stimulated by social 

networks among local people and could be seen as the context wherein local 

economic actors specify goals, make decisions, and realize activities (Visser, 

1996; Nadvi, 1999a; Sato, 2000). By using local business associations, local 

actors coordinate interpersonal relationships that consist of people with a 

diverse range of characteristics and goal orientations (Nadvi, 1999a). Krugman 

(1991) argues that the growth of clusters is the outcome of a self-reinforcing 

cycle within a cluster, especially with the support of local public and private 

institutions. Thus, local economic actors establish collective strategies through a 

formal local business association and/or some informal small group of clustered 

firms. 

Doner and Schneider (1998, as quoted by Nadvi [1999b]) detail the 

various ways by which business associations can contribute to enhanced 

economic performance of members, supporting them with a range of market 

complementing functions. Both local business associations and some informal 

groups of firms can represent collective interests of the cluster. They can also 

provide a range of key services to local firms, regulate local competition, and 

mobilize cooperation (Nadvi, 1999b). All these activities are essential for the 

coordinating role of local actors in a cluster. 

Local firms have an important role in generating support for the 

implementation of common action plans. Some leading firms have a significant 

role in identifying cluster issues for the realization of a successful cluster 

strategy. Schmitz (1995, 1999) concludes that clustering in developing 

countries has not been the outcome of a planned intervention by the state but 

has emerged from within the business community. This lends credence to the 

view that, as in the European industrial districts, the competitive advantage of 
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clusters based on the economic and social activities of a community is not 

created from above but developed through an endogenous process. Government 

or other external institutions (e.g., universities and/or nongovernmental 

organizations) may identify emerging or existing clusters through their studies 

of the economy, but without active involvement and actions from local firms to 

pursue a common cluster growth, it does not create an industrial cluster (Sforzi, 

2003). Indeed, in most rural areas in developing countries, the self-identification 

of clusters is both expected and encouraged (Weijland, 1999). 

According to Doner and Schneider (1998, as quoted by Nadvi [1999b]), 

business associations may have a positive impact on economic performance. 

Yamawaki (2001) emphasizes that in some industrial clusters in Japan, some 

local institutions (e.g., local trade associations, wholesalers associations, local 

chambers of commerce) that coordinate member firms’ activities facilitated 

communications between them and disseminated technological and product 

information. Meyer-Stamer and Empreender (1996) find in their study about 

regional and local policies in ceramics and textiles clusters of Santa Catarina 

(Brazil) that business associations have an active role in stimulating exchange, 

including technological exchange among firms. In these associations, local 

actors formulate and implement measures to create local advantages and also 

have an important role in shaping the supporting environment. 

Accordingly, in a cluster, local actors organize a clustering community 

to graft business strategies for marketing, an export plan, or any other business 

strategy and to implement such strategies through local formal and informal 

institutions. Through local business associations, actors coordinate local 

collective bargaining, which controls the members of their own category and 

ensures that agreements are respected not only to the letter but also in spirit. 

(Dei Ottati, 2003b). They can also provide a range of key services to local firms 

and undertake the function of regulating local competition and mobilizing 

cooperation (Nadvi, 1999b). 

In the early findings of their research, Wolfe and Gertler (2004) 

describe the key role of civic entrepreneurs in catalyzing the development of 

new and emerging industries in Canada, such as for telecom equipment in 

Ottawa, wireless equipment in Calgary, and the emerging multimedia sector in 

Nova Scotia’s Cape Breton Island. The community leaders—who are more 

often than not from the private sector—helped to animate local processes of 

strategic visioning, galvanize socially organized activities to upgrade the 

innovative capabilities of local firms, and represent the common, collective 

interest of firms in the industry when required (Wolfe and Gertler 2004). 

  
Key insights for this study: 

Theories on leadership indicate that there are many definitions of 

leadership. In a pluralistic organization like a cluster, often that there is no 

person who can influence other persons with his or her personal traits or 
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charisma. However, decision-making processes in such a setting can be 

improved by identifying influential actors who lead to create decisions for the 

sake of collective interest in that organization. Leadership provides primarily 

strategic leadership theory to explore the role of influential actors in such 

situations. 

To explore the role of influential actors in the decision-making process 

in a cluster organization, this research applies seven facets of strategic 

leadership. It can be combined with the three views of leadership applied in a 

pluralistic and dynamic organization. 

2.5 Firm Performance 

The important role of business performance in most branches of 

management, including strategic management, warrants close attention to 

measuring business performance (Venkatraman and Ramanujam, 1986). The 

professional literature has suggested that managers should design new 

performance measurement systems that include financial and nonfinancial 

measures (Gosselin, 2005). Financial measures are sometimes insufficient for 

decision making; nonfinancial measures give more weight to customers and 

internal processes in their performance measurement systems (Jusoh et.al. 

2008). Some studies have shown how nonfinancial performance measures can 

be best combined with financial measures to obtain the best measurement in a 

competitive environment (e.g., Shields, 1997; Hoque and James, 2000; Jusoh 

et.al. 2008). 

In most strategy research, financial performance is the most frequent 

indicator of business performance (Hofer, 1983; Venkatraman and Ramanujam, 

1986). This approach is the narrowest conception of business performance: It 

centers on the use of simple outcome-based financial indicators that are 

assumed to reflect the fulfillment of the economic goals of the firm. Some 

examples of indicators of this approach are the growth of sales, profitability 

(reflected by ratios such as return on investment, return on sale, and return on 

equity), and earnings per share (Venkatraman and Ramanujam, 1986). 

A broader conceptualization of business performance would include 

emphasis on indicators of operational performance (Venkatraman and 

Ramanujam, 1986). Some examples of this approach are market share, new 

product introduction, product quality, marketing effectiveness, manufacturing 

value added, and other measures of technological efficiency within the domain 

of business performance. O’Farrell and Hitchins (1988, p. 400) argue that 

production issues (e.g., design, quality control, correct use of machinery) in 

small manufacturing firms should be taken into account when considering 

performance and small firms’ growth because “getting production right is 

always a necessary condition of growth in all firms.” 

Following the resource-based view literature, Rangone (1999) states 

that there are three categories of key performance that depend on the capability 
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to which they are principally related: new product development performance, 

manufacturing performance, and marketing performance. New product 

development performance comes from a company’s innovation capability to 

develop new products and processes and achieve superior technological and/or 

management performance (e.g., development cost, time to market); 

manufacturing performance refers to production capability, which is the ability 

of a company to produce and deliver products to customers while ensuring 

competitive priorities such as quality, flexibility, lead time, cost, and 

dependability; marketing performance results from market management ability 

and reflects a company’s ability to market and sell its products effectively and 

efficiently. 

A resource-based view of strategic management examines the 

resources and capabilities of firms that enable them to generate above-normal 

rates of return (Amit and Schoemaker, 1993). This view proposes that resource 

selection and accumulation are a function of both intrafirm decision making 

and external strategic factors (DiMaggio and Powell, 1991). Intrafirm 

managerial choices are guided by economic rationality and motives of 

efficiency, effectiveness, and profitability, whereas external influences are 

strategic industry factors that affect the firm, including buyer and supplier 

power, intensity of competition and industry, and product market structure. 

These factors influence which resources are selected as well as how they are 

selected and deployed (DiMaggio and Powell, 1991). 

In this view, interfirm relationships are critical determinants affecting 

resource choices and firm capabilities. However, not all resources possessed by 

a firm would be considered. The focus is on critical or strategic resources that 

are classified as the basis of the firm’s sustainable competitive advantage. In 

addition, the key implication of this view is that a firm’s ability to generate 

income from resources and this capability will depend primarily on the firm’s 

effectiveness in managing its resources. Capabilities are to coordinate and 

deploy resources to perform tasks (Amit and Schoemaker, 1993; Rao, 1994), 

and resources are input factors controlled and used by firms to develop and 

implement their strategies. 

In the resource-based view, the innovation capability is a part of valued 

resources and capabilities of the firm. A key aspect of the cohesion in a cluster 

is the ability to adapt to the neighbor firm’s needs and requirements. It entails 

flexibility to changes of partner’s behavior and adoption of new ideas (Visser, 

1996). Interfirm relationships provide possibilities for firms to imitate what 

other firms have created or designed and improve their production process or 

the quality of their products. From a strategic perspective, imitation is a rational 

alternative to innovation when the risks and development costs of pioneering 

are high. 

Innovation is a product, service, or a manufacturing process that is new 

or perceived as new by its customers at markets (Van de Ven et al., 1999). It 
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manifests itself in new products or services (e.g., improved quality; new ways 

of production; Panayides, 2006). Khan and Manopichetwattana (1989) 

emphasize that most studies focus on two kinds of innovation that can improve 

the development of small firms: process and product innovation. Process 

innovation refers to a change in the way products are made (Tushman and 

Nadler, 1986, p. 76), whereas product innovation is defined as any new product 

introduced by a firm to a market (Knight, 1967). Thus, innovation capability 

refers to a continuous improvement of the overall capability of firms to generate 

innovation by developing new ways of production and products to meet market 

needs. Both kinds of innovation can be built by a firm’s own efforts or in 

cooperation with neighbor firms within clusters (Sandee, 1995; Visser, 1996). 

In addition, some studies consistently argue that manufacturing 

capabilities should have an important role in how firms compete in product 

markets and that firms must continually develop these capabilities (Hayes and 

Pisano, 1994; Hayes and Upton, 1998). These studies establish the role of 

manufacturing processes as a potential resource. Another line of manufacturing 

strategy research links capabilities to the ability of the firms to achieve low 

costs, high flexibility, dependability, and quality (Hill, 1989; Vickery, Droge, 

and Markland, 1993). According to Rangone (1999), production capability that 

results in manufacturing performance depends on critical resources possessed 

by the company such as good machinery, specialization, production process 

competence, and production workforce or labor skills.  

In resource-based empirical studies, Hansen and Wernerfelt (1989) 

find that human resource factors explained greater proportions of performance 

variance than strategy and economic factors. To establish production capability, 

a firm must adapt to changing customer and strategic needs by establishing 

internal structures and processes that influence its employees/skilled laborers 

to create firm-specific competencies. Thus, human resources are often skill 

based and involve expertise in designing, producing, distributing, and/or 

servicing the products or services of a firm. Employees/skilled laborers 

become a critical resource for sustainable performance (Hansen and Wernerfelt, 

1989). 

With respect to market management capability, according to 

Srivastava, Shervani, and Fahey (1999), marketing capability has a central role 

in winning and retaining customers, ensuring business growth and renewal, 

developing sustainable competitive advantages, and driving firm performance. 

Marketing actions such as advertising, service improvements, and new product 

launches can help build long-term assets like brand equity and customer equity 

(Srivastava, Shervani, and Fahey, 1999). These assets can be leveraged to 

deliver short-term profitability because brand equity influences the firm’s 

market share and sales. Superior brands lead to higher levels of customer 

satisfaction and perceived value of the firm’s offering (Ambler, 2000). 
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Key insights for this study: 

The theories involving the measurements of firm performance indicate 

that there are at least two main measurements of firm performance: financial 

and operational performance. The literature of resource-based views provides 

an understanding of key performances of a firm that consists of new product 

development, manufacturing, and marketing performances. The key 

performances depend on critical resources and capabilities of a firm that relate 

to innovation, production, and market management capability.  

2.6 Conclusion 

The literature review shows that the Italian district literature is relevant 

for understanding the operation of a cluster as a socioeconomic organization 

including the role of local economic institutions in collective bargaining among 

the members of a cluster community. This literature identifies the existence of 

market relations and competition, which are combined with a custom of mutual 

cooperation between firms. The reasons mutual cooperation is needed to 

accompany market relations are proposed by the proponents of the Italian 

district literature. The Italian literature gives a foundation to define a cluster that 

is appropriate with the objectives of this study. 

Before exploring conceptual views on structures and actors, this 

literature review presents the duality theory of Giddens as a prelude to an 

analysis of structures and actors into one integrative analysis. Next, NIE and 

new economic sociology deliver a concept of structures and actors in different 

perspectives. The NIE theory explains from an economic perspective the 

interactions between structures and actors, whereas new economic sociology 

does the same from a social perspective. Reconciling both theories leads to an 

understanding of the concept of structures and actors in socioeconomic 

perspectives.  

The social embeddedness theory of Granovetter stresses the relational 

dimensions of social embeddedness, which consist of trust and reciprocity. 

Theories on trust conclude that one must draw a distinction between the concept 

of interpersonal and interorganizational trust. The economic approach from 

TCE should be complemented by other social and psychological approach to 

give a more comprehensive analysis on trust in interfirm relationships. 

Reciprocity theory explains how one partner values his or her relationships with 

other partners: whether the relationships are over-benefiting, reciprocal, or 

under-benefiting relationships within one organization or among organizations. 

The contribution of each partner is not clearly defined. It is different from 

reciprocity in market exchanges in which the contribution of each partner is 

defined as money giving after buyer and seller have agreed to trade at a specific 

price and quantity. 
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Table 2.1. The Contribution of the Theories to This Study 
Contribution 

Theory 
Structure Role of Actors 

The Italian 

District literature 

-A cluster is influenced by 

socioeconomic structures.  

-In a cluster, market relations are 

accompanied by mutual cooperation 

between firms. 

-Cluster performance results from 

collective actions and the effects of 

external economies 

- Local actors have a role in 

collective actions in local 

economic institutions such as 

workers’ union, producers’ 

union or others business 

organizations. 

Duality Theory on 

Structures and 

Actors 

-Structures and actors are 

interdependent elements. 

-Structures can be reproduced and 

transformed only through actors. 

Actors can come into 

existence only within a 

structured environment. 

New Institutional 

Economics 

-The market and the economy are the 

basic reference; society is a given. 

- The emergence and maintenance of 

institutions is typically explained 

through their alleged efficiency. 

-All economic actions are 

assumed to be rational and 

pursuing the efficiency. 

-The behavior of economic 

actors: 

 -bounded rationality 

 -opportunism. 

New Economic 

Sociology 

-The economy is seen as an integral 

part of society. 

-Social embeddedness among people in 

a community that are influenced by 

trust and reciprocal relationships. 

-Economic actors are socially 

embedded in local social 

system. 

Interpersonal and 

interorganizational 

trust, reciprocal 

relationships 

-Interpersonal and interorganizational 

trust is different. 

-Economic approach on trust. 

-Social and psychological approach on 

trust. 

-The clear concept and implication of 

reciprocal relationships in social 

embeddedness. 

 

Leadership 

Theory 

 -Seven facets of strategic 

leadership. 

-Four views of strategic 

leadership in a pluralistic and 

dynamic organization. 

Theories on Firm 

Performance 

-Strategic 

Management 

 

 

 

-Resource-Based 

Views 

 

 

 

Two measurements of firm 

performance: 

-financial performance 

-operational performance 

 

Key performance: 

-New product development,  

-Manufacturing, and 

-Marketing performance 
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The literature review on leadership theory points to the importance of 

strategic leadership in decision-making processes in an organization. There are 

seven facets and four views on strategic leadership essential for a pluralistic and 

dynamic organization like in a cluster. Theories on performance of companies 

conclude that financial outcome and operational performance are commonly 

used as indicators of firm performance; the resource-based view introduces the 

following performance indicators: new product development, manufacturing, 

and marketing performance. The contributions of the eight theories to this study 

are summarized in Table 2.1.  
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3. Conceptual Framework 

This chapter presents the comprehensive conceptual framework of this 

study, which guides the empirical portion and is based on the literature review 

in the previous chapter. Several theories provide the theoretical foundations for 

this study: industrial district literature, Giddens’s duality theory, new 

institutional economics, new economy sociology, interpersonal and 

interorganizational trust, reciprocal relationships, leadership theory, and notions 

of firm performance.  

Figure 3.1 depicts the framework, which contains three sets of elements 

related to the dynamics of interfirm relationships in a cluster. The first set refers 

to the simultaneity of competition and social embeddedness, which constitute 

the socioeconomic structures of a cluster. The second set focuses on actors, 

including the types of leadership they display. The third set includes elements 

of firm performance. However, before presenting each element, we offer some 

pertinent definitions. 

Thus, the structure of this chapter is as follows: Section 3.1 considers 

three possible definitions of industrial clusters and chooses an appropriate one. 

The following sections discuss the three parts of the framework: socioeconomic 

structures (Section 3.2), the role of actors (Section 3.3), and firm performance 

(Section 3.4). Section 3.5 reveals the complete framework; Section 3.6 

concludes this chapter. 

3.1 Definition of an Industrial Cluster 

As explained in Chapter 2, not all-encompassing conceptual and 

analytical framework explores the functions of a regional industrial cluster. The 

term instead is used indiscriminately to refer to a broad range of business 

arrangements. Most literature uses “industrial district” instead of “industrial 

cluster.” For the purposes of this study, these terms are interchangeable, but I 

prefer “industrial cluster” as a better known term that also is used by the 

Indonesian government and in Indonesian literature. According to Schmitz 

(1999), the term “cluster” also has the advantage of referring to a sectoral and 

geographical concentration of firms.  
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My study adopts the first definition of a cluster mentioned in Chapter 2 

because it examines the cluster’s function as a dynamic process, in which a 

group of firms, which manufacture the same products in close vicinity, engages 

in multiple interactions. The process includes face-to-face communication 

between different economic players, which is strongly influenced by their 

community identities. For the purposes of this research, the first definition 

therefore is the most suitable and appropriate; it not only covers forward and 

backward links between firms inside a cluster but also acknowledges a 

sociocultural identity as made up of common values and the embeddedness of 

local actors in a local milieu, based on trust and reciprocal relationships. 

Accordingly, this study defines the following key features of an 

industrial cluster: 

1. An industrial cluster is a business and living area that comprises a large 

variety of firms that are relatively homogenous in production activities and 

constituted by socioeconomic structures.  

2. A community of firms in the area is embedded socially as a community of 

people, in support of trust and reciprocal relationships, that gets involved 

in transactions. Market relations between firms can be organized on the 

basis of just mutual cooperation.  

3. Local economic institutions, such as local business associations and 

informal groups, complement the social mechanism to ensure conformity to 

the relational norms of social embeddedness and as a medium for collective 

bargaining among participating firms through decision-making processes. 

4. In the decision-making process in local business associations, local actors 

who are acknowledged by local people as leaders push the cluster 

community to solve common business problems and coordinate joint actions 

among members.  

3.2 Socioeconomic Structures of a Cluster: Simultaneity of 

Competition and Social Embeddedness between Firms  

As Figure 3.1 shows, the dynamics of a cluster contain interfirm 

relationships, or the connections between and among participating firms in a 

cluster as they conduct their daily business. They also encompass relationships 

between local people at different and the same stages of production activities. 

Interfirm relationships in clusters depend on both local structures and actors. 

As discussed in Chapter 2, Italian literature on industrial districts 

suggests a means to explore two different approaches to analyzing an industrial 

district: that is, focusing on the economic relationships in the districts or dealing 

with the social and institutional structure that frame the economic context. In 

my conceptual framework, in line with Italian district literature, I assume that 

socioeconomic structures influence a cluster.  
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This study defines the socioeconomic structures of a cluster as the 

simultaneity of competition/market relations, social embeddedness, and some 

unwanted actions of those relations. On the one hand, the links between the 

firms in a cluster are governed by the advantages of the economic/market 

mechanism. This mechanism exists because there are many specialized firms 

for each production stage in the manufacturing cluster, and a local market 

develops in which firms demand or supply a given product or service.  

On the other hand, the structures are influenced by the social 

embeddedness that emerges in a cluster when trust and reciprocal relationships 

determine interfirm cooperative arrangements. The simultaneity of market and 

social mechanisms in interfirm relationships has an important role for actual 

cluster survival. If market or embedded ties are kept separate, they do not create 

tension. It is vital to strike a balance between competition and cooperation to 

attain firm development in a cluster.  

Furthermore, it is important to recall that in both relations, the same 

mechanisms that give rise to appropriate and advantageous resources can also 

constrain actions or even derail companies from their original goals. Thus, an 

analysis of unwanted actions in interfirm relationships is useful for 

understanding the functioning of socioeconomic structures in a cluster. This 

study considers three kinds of unwanted actions that can occur simultaneously: 

opportunism, free-riding behavior, and inward-looking behavior. 

The following subsections present the elements of socioeconomic 

structures, that is, competition/market mechanisms in interfirm relationships 

(Section 3.2.1) and social embeddedness (Section 3.2.2). The analysis of social 

embeddedness includes the role of both trust and reciprocal relationships as 

relational dimensions. To provide a complete picture of socioeconomic 

structures, unwanted actions between firms in a cluster also are described.  

3.2.1 Competition/market relations in a cluster 

Markets provide the most important governance structure; specific 

institutional arrangements enforce pricing mechanisms (Williamson, 1991; 

Menard, 1995). Exchange partners are mainly connected by price factors 

through arm’s-length ties. I define competition or a market relation as a 

situation in which firms attempt to produce and sell products at a lower price 

and acceptable level of quality to attract paying customers. Thus, competition 

can take place along price and/or quality. Price and quality offer the main routes 

for outcompeting rivals in clusters (Schmitz, 1995; Rabelotti, 1996).  

Thus, firm operations connect through a market, and their behavior is 

determined by price and cost signals. Market relationships rely on the price 

mechanism to coordinate competing producers and anonymous buyers. 

Competition based on price is possible in a cluster because clustering 

encourages low search and matching costs. To maintain the required quality 

level of their products, producers also rely on their subcontractors to provide 
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high-quality and prompt deliveries. Firms try to build linkages, based on their 

interest in improving quality. The main risk for a company is reliability, which 

also is a critical factor for gaining market share. Suppliers make transaction-

specific investments, and final producers rely on suppliers to meet tight 

schedules and produce high quality offerings. Thus, price and quality play 

leading roles in market exchanges. 

Firms that can fulfill market demands win the market and attain 

superior returns. To validate this definition, we asked respondents in a pilot 

project to indicate which factors they considered most important for 

outcompeting their rivals in a cluster. The three options in the questionnaire 

were lower price, high quality and delivery speed; the respondents also could 

rank them next to each other. Delivery speed is added as this item is mentioned 

as a major issue of competition besides price and quality. The result was most 

respondents put quality as the most important factor.  

Therefore, for this study, a cluster consists of a multitude of formally 

independent, highly specialized enterprises that engage in a high density of 

mutual transactions. The effects of the market mechanisms on a firm’s linkages 

classify the influence of the business environment on firm development. 

Competition based on less expensive, higher quality products is the most 

favored way for firms to beat rivals and obtain superior sales returns.  If 

competition based on price induces firms to sell products at lower prices, the 

products should become more affordable to customers, leading to higher sales 

returns. Competition based on quality also may force firms to improve their 

innovation and manufacturing capabilities and thus enable them to produce 

better quality products. 

3.2.2 Social embeddedness between firms in a cluster 

The literature review showed that social embeddedness of enterprises in 

communities and the sociocultural ties that facilitate trust and reciprocal 

relationships help firms reduce risk. I agree with this concept of social 

embeddedness and apply the same concept to explain it herein.  

I primarily focus on the relational dimension of social embeddedness, 

which involves characteristics such as friendships, reciprocal relationships, and 

trust that people develop with one another. There are three main reasons for this 

focus. First, the relational approach is an important starting point for 

understanding the influences of network structures on economic behavior and 

aims to explore informal mechanisms of interdependencies among clustered 

firms. That is, it focuses on the behavior of the exchange parties, in terms of 

their trust and information sharing.  

Second, the relational approach can reveal whether multiple linkages in 

a cluster are affected by the deliberate interfirm cooperative arrangements that 

influence the behavior of firms. Social ties between local people may provide a 

basis for trust in interfirm linkages within a cluster.  
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Third, the structural dimensions of social embeddedness, or size and 

density, are inherent to an analysis of relational embeddedness that includes 

trust and reciprocal relationships. The more the members of a cluster trust one 

another, the denser their social ties will be. Reciprocal relationships also 

indicate a dense social network.  

Therefore, I define social embeddedness as a situation in which 

interfirm relationships are influenced by the role of trust and reciprocal 

relationships. Social embeddedness among firms within a cluster creates 

economic opportunities for three reasons. First, it increases expectations that a 

firm’s exchanges will be reciprocated. Second, it reduces the complexity of risk 

of individual firms. Third, it links local people in multiple ways (e.g., business 

partners, friends, neighbors, supervisors) and provides a means by which 

resources from one relationship can be engaged in another. In summary, social 

embeddedness in interfirm relationships improves the ability of each partner to 

adapt its actions to those of its interdependent partners. It also discourages free-

riding and supports mutual trust, due to evolving social norms and procedures 

guiding collective action. 

 

A. Trust 

As explained in Chapter 2, I distinguish interpersonal and 

interorganizational trust. Interpersonal trust is important in this study because in 

a clustered business community, most members live in the same location that 

they have their business. The role of interpersonal trust also is important when 

the interconnections among economic behavior and social life are clearly visible 

in the societal norms and values that guide behavior and beliefs about social life. 

Trust affects people’s personal lives when they are part of a community that 

lives together in the same neighborhood; it stimulates participating firms to 

establish mutual commitments to achieve better results in personal life. In an 

embedded community, trust allows people to manage the uncertainty or risk 

associated with their interactions, so they can jointly optimize the gains that 

result from cooperative behavior. This situation may reduce transaction costs 

and thus result in cost advantages. Cost advantages in turn may stimulate firms 

to improve their new product development and other production capabilities to 

earn better returns. 

This study defines interpersonal trust as that which occurs in personal 

relationships when someone trusts that the other will not lie but instead will 

generally does what he or she promised. Interpersonal trust thus entails the trust 

among a community of people in a cluster who interact in their daily lives. 

Accordingly, the pertinent questionnaire items and interview questions attempt 

to determine if the respondents trust their partners as friends because they 

generally do not lie and do what they promise. 

In addition, this study notes the role of trust in facilitating coordinated 

activities between firms, or interorganizational trust. An analysis of interactions 
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between firms within a cluster reveals the importance of interorganizational 

trust. I define three kinds of interorganizational trust: expectations (the 1
st
 kind), 

the other party’s capability (the 2
nd

 kind), and the other’s party proof (the 3
rd

 

kind). Trust emerges through a process whereby one party considers the costs 

and/or rewards that would result if the other party cooperated or cheated in their 

relationship, similar to the concept of trust in transaction cost economics (TCE). 

One party trusts another based on a prediction or expectation about that other 

actor’s future behavior (the 1
st
 kind). For this dimension, the questionnaire and 

the interviews asked respondents whether they trusted their partners because 

they would keep mutual cooperation in the future. 

The other dimensions of interorganizational trust mirror the concept of 

trust in social exchange literature: based on capability (the 2
nd

 kind) and proof 

source (the 3
rd

 kind). Social exchange literature suggests that trust is based on 

the capabilities of another party, such that it results from an assessment of the 

ability of others to meet obligations and expectations. For this dimension, the 

question items involve whether the respondents trust their partners because they 

can accomplish assignments or orders.  

In addition, trust can be transferred from a trusted “proof source” to 

another individual or group with which the firms have little or no direct 

experience. In dealing with other people, an actor should be cautious until it 

obtains evidence from past experience that the new potential partner is 

trustworthy. To initiate this cooperation, one firm might perceive and learn from 

the experience of neighbors and then copy their behavior. The question in the 

questionnaire and interviews related to whether the respondents trust their 

partners because they have shown reliable cooperation with other partners in the 

cluster in their past experience. 

Thus, in this study, interorganizational trust encompasses expectation, 

capability, party proof. Trust based on capability and party proof gives 

exchange partners confidence in the outcomes of mutual cooperation. Partners 

in relational exchanges likely give each other the benefit of the doubt and allow 

greater leeway in mutual dealings. Such leeway tends to reduce the scope, 

intensity, and frequency of dysfunctional conflict. Moreover, 

interorganizational trust mitigates information asymmetries inherent in interfirm 

exchanges by allowing more open and honest information sharing. Each 

exchange partner is more flexible because of its expectation that the other 

exchange partner can be trusted.  

 

B. Reciprocal relationships 

Also as discussed in Chapter 2, this study applies the concept of 

reciprocal relationships in social ties. A network is reciprocal if as much support 

is received as is given. Individual firms benefit from their network if they 

receive more support (in any form) than they give; they suffer if they give more 

support than they receive. I thus distinguish between relationships that are to the 
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respondent firm’s advantage (more support received than given), reciprocal 

relationships (same amount of support received and given), and relationships to 

the respondent firm’s disadvantage (more support given than received). 

With regard to the norm of reciprocal relationships, Indonesia exhibits a 

culturally defined tendency to value reciprocal above nonreciprocal 

relationships. To include both participants in dyads, questions therefore should 

ask both parties what they give and receive, or else ask one about what it gives 

and receives and what the other participant gives and receives. 

The role of reciprocal relationships consists of two levels: cluster and 

firm. They differ in terms of the information available in the various 

relationships. Relationships in this study should be reciprocated in an 

unspecified manner at some unspecified time in the future. This concept differs 

from reciprocal relationships in a market exchange, as discussed in Chapter 2, 

which explicitly pertains to money. In a sales contract for example, the buyer 

reciprocates by giving the seller money. 

Reciprocal relationships at the cluster level indicate whether specific 

support from the cluster goes to one or more cluster members and is received 

from the cluster’s other members. In the questionnaire, the respondents 

evaluated their participation in the cluster. The analysis of reciprocal 

relationships at the firm level depends on how the cluster members value their 

relationships with other firms, that is, beneficial, reciprocal, or not beneficial 

relationships. Accordingly, the question items asked “Are your relationships 

with other firms over-benefiting or reciprocal or under-benefiting relations?” 

and “Are your relationships with business organizations within clusters over-

benefiting or reciprocal or under-benefiting relations?”  

Hence, reciprocal relationships exist when a participating firm receives 

as much as it gives. Without reciprocal relationships, social embeddedness may 

not affect the way local people develop firms and stimulate the cluster. 

Reciprocal interdependencies create a comfortable and effective business 

environment, such that local people feel satisfied with the advantages of their 

collaborations with other firms and the cluster. The members of local 

associations receive benefits from their collective actions if those actions solve 

common business problems. Intensive interactions in local associations should 

increase the internal harmonization of conflicts and produce an array of norms 

and social processes that help preserve interfirm relationships. This situation 

creates an effective local business environment that enables firms to pursue 

better performance.  

3.2.3 Unwanted actions in interfirm relationships in a cluster 

Although the focus of this study is on the simultaneity of market and 

social ties, there might be negative effects of the combination of market and 

embedded ties. These negative effects include unwanted actions, such as 

opportunistic behavior, free-riding, and isolated behavior. Opportunistic 
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behavior may hinder firm performance, because it increases transaction costs, 

primarily due to information manipulations before, during, or at the end of a 

transaction. The more lopsided the relations between parties, the greater the 

benefit (cost) that the less substitutable (more dependent) party enjoy (suffers) 

from opportunistic behaviors. The existence of free riders also likely 

discourages other parties from exhibiting innovative behavior that will just be 

imitated by the free riders within the cluster. Inward-looking behavior also may 

constrain business activity in a cluster, because no information is available 

about changes in production technology, markets, or external business 

environments.  

 

A. Opportunism 

As noted in Chapter 2, one of TCE’s primary contributions is its thesis 

about the existence of opportunism among transaction partners. The foreseeable 

length of economic relations has an important influence on opportunistic 

behavior. Because firms have a limited capacity to collect, store, and process 

information, and these processes all incur costs, exposure to opportunism is 

high for the firms in this study.  

I define opportunistic behavior as that conducted by one party to take 

advantage of its relationships with other parties, based on a self-profit 

orientation and a disregard for the suffering of others. The questionnaire 

explored such behavior by asking whether firms in the cluster take advantage of 

interfirm relationships while seeking business profits, regardless of the other 

parties’ losses. 

  

B. Free-riding 

In line with the arguments in Chapter 2, free-riding behavior occurs 

when social embeddedness between firms exists and allows one firm to copy 

others’ innovations, without contributing anything to the innovation processes. 

In the questionnaire, the respondents indicated whether some firms in their 

cluster imitated product designs without contributing anything to the product 

development process. 

In a cluster, free-riding often prevails obviously in the context of 

product innovation or new production methods (see chapter 2). Competition 

among the firms at the various stages of production ensures that there will 

always be some actors willing to try to manufacture a new product or use a new 

technique. When they are successful, other firms will try to copy their 

innovations. Some firms benefit from a situation in which the close 

relationships among participating firms enable them to copy product designs 

other parties create to improve their business profits.  

 

C. Inward-looking behaviors 
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Again referring to prior literature from Chapter 2, this study defines 

inward-looking behavior as those behaviors that do not encourage participant 

firms to contact external environments, such as government or nongovernment 

institutions. Respondents thus indicated whether they had any contacts with 

government or nongovernment institutions. 

Embeddedness among participant firms may help companies feel more 

secure and comfortable living and doing business together within a cluster. 

They believe they can obtain everything they need within the cluster, including 

information about new machines, new ways of production, new product models, 

and business activities. Local business associations or other informal business 

groups likely provide facilities for innovation, as well as new information about 

market opportunities. In addition, relationships with neighboring firms reveal 

new market demands and induce the firm to improve products. As a result, 

firms are less interested in making contact with external institutions.  

3.3 The Role of Actors 

In line with the arguments in Chapter 2, actors are persons 

acknowledged by local people as influential persons who determine the code of 

conduct for organizations and manage collective actions through decision-

making process to achieve the main purpose of the business organizations 

within the cluster. They are not necessarily formal leaders of organizations but 

rather mainstream the decision-making process in local business associations. 

The members of the association therefore acknowledge their role in organizing 

and making important decisions in associations.  

For this study, local business associations represent economic 

institutions in which some actors play a significant role and coordinate interfirm 

relationships and collective actions. Local actors use the local business 

association as a forum for making changes related with the development of a 

cluster and its firms. Thus, the presence of actors in local business associations 

determines a cluster’s dynamic. Local business associations can support 

members with a range of market-complementing and -enhancing functions, 

such as horizontal coordination among producers, vertical coordination of 

upstream and downstream linkages, setting and enforcing product standards, 

and providing information or technical training. 

Therefore, in this study, a local business association is defined as the 

medium through which participant firms coordinate to undertake collective 

actions with respect to the development of firm’s business, as well as the cluster. 

In so doing, some actors adopt a significant role in decision-making processes. 

The associations can be either formal or informal, as long as they have been 

effective for at least several years.  

I take seriously the idea that an “actor” is a historical, ongoing social 

construction. Therefore, actors should be acknowledged as leaders by the 

people who live near them and the organizations in a cluster. The success of a 
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cluster also depends on how local actors coordinate the cluster’s community; 

they take a lead role in identifying cluster issues and developing a successful 

strategy. Therefore, actors differ from agents. I focus on the leadership types of 

actors in pluralistic and dynamic organizations, such as local business 

associations in a cluster. Therefore, this study applies the concept of leadership 

to assess the way local actors behave and organizes the cluster through local 

business associations. 

Specifically, the leadership types of actors reflect the different facets of 

strategic leadership in Chapter 2, namely, collective influential actors, rule-

making actors, and open perspective actors. The first type is a function of a 

group of actors rather than an individual characterized by personal traits or a 

function of a bureaucratic system. The group mainstreams the decision-making 

process in a cluster to pursue collective objectives. Therefore, a group of actors, 

from the amongst local population, is indispensable in a cluster that consists of 

many local producers who belong to different functional and technical 

subgroups or organizational units and operate at different levels, which grants 

them different forms of authority. This study therefore focuses on settings in 

which the structural demands for collective local actors are very strong and 

includes collective local actors from various levels of the cluster organization. 

The second type of leadership pertains to rule-making actors who 

define rules (for themselves, the group, and/or the organization) and allocate 

task responsibility and resources to accomplish personally identified goals. This 

study focuses primarily on what actors do to mobilize others in a system of 

interrelationships rather than on what they are. I explore the tactics actors use to 

influence the course of events, as well as the types of organizational actions 

they promote. This function differs from rule-taking leaders, who only adopt 

predefined rules or assume rules that reflect task requirements, guided by the 

bureaucracy or larger social system. During association meetings, to measure 

this type, I asked members to identify a range of decisions, influenced by 

collective actors, about the rules of the game (code of conduct) in interfirm 

relationships within the cluster. Rule-makers may have arranged the ways 

members of the associations perform concerted actions or coordinated interfirm 

relationships for the sake of collective achievement. 

Finally, the third type of leadership includes open-perspective actors 

who are open to cooperation with external institutions. They mediate for 

participating firms in collective bargains with external institutions and promote 

the development of a cluster. They are sensitive to the possibility of dynamic 

growth, enhance network linkages across local borders, and incorporate external 

events and energies into the local learning process. During the meeting of the 

associations, I asked members whether local actors whom they identified were 

concerned about developing networks with public or private institutions outside 

a cluster or helped establish collaborations with institutions for the sake of the 

collective interests. 
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It is relevant to assess how leading local economic actors behave, 

develop a cluster, and organize firms in local business institutions within a 

cluster. The leadership types explain the role and influence of local actors on 

the decision-making processes, as well as the alignment of the local business 

organizations in a cluster community. 

3.4 Firm Performance 

Theories on the measurement of firm performance suggest two kinds 

(see Chapter 2): financial and operational. Financial performance refers to 

growth in sales, profitability (e.g., return on investment, return on sales, return 

on equity), or earnings per share, whereas operational performance indicates 

market share, new product introduction quality, marketing effectiveness, 

manufacturing value additions, and other measures of technological efficiency.  

The resource-based view also identifies three key forms of performance 

for small and medium-sized enterprises that depend on the capability to which 

they relate principally. Specifically, new product development performance 

comprises technological and managerial performance; manufacturing 

performance consists of quality, dependability, and cost; and marketing 

performance refers to brand awareness, brand reputation, and customer loyalty.  

Similarly, this study defines firm performance according to the results 

of the firm’s ability to develop new products and processes, produce and deliver 

lower price and high quality products to customer, sell products effectively and 

efficiently, and achieve superior returns. Therefore, the definition of firm 

performance covers financial, new product development, manufacturing, and 

marketing performance. This study includes financial performance because it 

reflects the fulfillment of the economic goals of a firm.  

I define new product development performance as continuous 

improvements in the overall capability of the firm to generate innovations in the 

form of new production processes and products that meet market needs. Thus, 

innovation may be manifest in the improved quality of new products or new 

means of production. Manufacturing performance results from labor skills and 

specialization and represents the firm’s ability to produce and deliver products 

to customers. Finally, marketing performance comes from a company’s ability 

to market and sell its products effectively and efficiently. 

3.5 The Complete Framework 

As in Figure 3.1, the framework contains two important factors that 

may influence interfirm relationships: (1) the simultaneity of competition and 

social embeddedness among local people that constitutes the socioeconomic 

structure of a cluster (chapter 5) and (2) the role of influential actors through 

local business organizations within a cluster (chapter 7).  

As duality theory suggests, structures and actors are interdependent 

elements in affecting an organization. In this study, structures consist of 
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socioeconomic factors that can influence the way participating firms interact in 

doing business within a cluster. Firms in a cluster compete intensely with rivals 

in the same business lines while simultaneously cooperating with other firms. 

The existence of competitors in the same local environment may force firms to 

become more innovative and stimulate them to increase their production 

efficiency, produce higher quality products, and sell at lower prices to ensure an 

effective marketing strategy. This situation may reduce the risks of the 

unwanted behaviors like free-riding and inward-looking behaviors.  

At the same time, social embeddedness may influence the capability to 

innovate, such as by revealing new ideas and processes that enable the 

adaptation and streamlining of the operations of partner firms. In such 

embedded situations, the transfer of information may intensify and help firms 

understand others’ production methods, which makes decisions about the 

innovation process and production more efficient. Social ties also may result in 

joint problem-solving arrangements that increase the speed at which products 

get introduced in the market. In this situation, embeddedness prevents 

opportunistic behavior from becoming too destructive Thus, as presented in 

chapter 6, simultaneity strengthens innovation capability, enhance 

manufacturing and marketing management, and improve sales returns.  

Furthermore, the simultaneity of cooperative and competitive behaviors 

also can be accompanied by actors who influence the dynamics of interfirm 

relationships within a cluster. As explained in chapter 7, the role of actors in 

local business associations can be described by the three types of leadership, 

that is, (1) collective influential actors rather than an individual who has 

personal traits or charisma; (2) rule makers who arrange codes of conduct or the 

rules of the game for a firms’ coordination through business associations; and 

(3) open-minded actors who use open contacts or networks with external 

institutions to improve access to new information about market opportunities, 

product development, and production techniques. 

The members of a cluster community acknowledge actors as the decision 

makers in local collective organizations who coordinate their collective interests 

and objectives. Local business associations are just one example of collective 

organizations but also are the most effective for coordination. In the local 

business associations, local actors make decisions to solve common problems 

and find better ways to achieve firm and cluster performance. By exploiting the 

functions of local business associations, actors set codes of conduct for 

organizations, mobilize collective interests, and develop their own firms and the 

cluster. Their efforts are supported by socioeconomic structures in the clusters. 

Code of conduct, joint action, and problem solving offer the main evidence of 

the interplay of influential actors and existing structures.  

Therefore, socioeconomic structures and the role of actors join together 

to determine the dynamics of interfirm relationships within a cluster and result 

in the development of a cluster and participating local firms (Chapter 8). This 
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interplay may create an environment that induces firms to engage in continuous 

innovation, upgrade their productivity, and increase their competitiveness in the 

market. It is likely to influence not only the development but also the 

establishment of a cluster when local actors initiate new business opportunities 

in a local area by exploiting current resources. The initiative then would be 

supported by local structures that entail local embeddedness among the local 

people.  

3.6 Conclusion 

The framework of this study emphasizes the socioeconomic structures 

of interfirm relationships in a cluster and incorporates the role of local actors in 

crafting consensual decisions about the current and long-term strategies of a 

cluster through local business organizations. Using this framework as a basis, 

this study argues that a cluster is constituted by socioeconomic aspects and the 

place where local actors specify their goals, make decisions, and organize 

activities together. That is, the significant factor that triggers the dynamics of a 

cluster is how local actors assimilate local know-how, derived from their 

collective experience, through local business associations, together with the 

socioeconomic factors that influence the way local actors manage firms’ 

interactions. The results of these dynamics include improved firm performance 

and cluster development. 
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4. Research Methodology 

This chapter explains how and where the research study was carried out. 

After delineating the working definition of an industrial cluster, I describe the 

research site, fieldwork methods, and method for data analysis. 

 

4.1 Definitions of Industrial Clusters and Firm Size in an Indonesian 

Context 

To define cluster in the Indonesian context, this study refers to formal 

documents from Indonesia’s government. Based on the Ministry of Industry’s 

2005 list of Sentra Industri Kecil (Small Industry Cluster) in Central Java and 

Yogyakarta, a small industry cluster is a group of at least 20 industrial 

enterprises, defined by the Ministry of Industry as small enterprises that 

produce similar goods and are located in a rural area or small town. Smaller 

clusters are registered if they have distinct export potential. 

For the firm size there are several definitions of small and medium 

enterprises (SMEs), depending on which agency defines it. The State Ministry 

of Cooperative and Small and Medium Enterprises (Menegkop & UKM) 

promulgated the Law on Small Enterprises Number 9 of 1995, which defines a 

small enterprise (SE) as a business unit with total initial assets of up to Rp 200 

million (about €15,150 at the February 2010 exchange rate), not including land 

and buildings, or with an annual value of sales of a maximum of Rp 1 billion 

(€75,750), and a medium enterprise (ME) as a business unit with an annual 

value of sales of more than Rp 1 billion but less than Rp 50 billion (€3,790,000). 

The law does not explicitly define micro enterprises (MIEs). However, because 

MIEs are the smallest enterprise category, Menegkop & UKM data on SEs 

include MIEs. 

Biro Pusat Statistik (BPS; the Indonesian Central Bureau of Statistics), 

which regularly conducts surveys of SMEs, uses the number of workers as the 

basis for determining the size of an enterprise. In its definition, MIEs, SEs, and 

MEs are business units with, respectively, 1–4, 5–19, and 20–99 workers, and 

large enterprises (LEs) are units with 100 or more workers. MoI also defines 
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enterprises by size in its sector (industry manufacturing) according to the 

number of workers. 

As a result, this study adopts the workforce criterion of the BPS to 

classify the firms on the basis of their size. This workforce criterion is useful 

because these data are readily available from the listing from the Ministry of 

Industry. 

4.2 Research Site 

Fieldwork was carried out in three Indonesian clusters. Using 

preliminary fieldwork (January–February 2006), for this study I selected three 

industrial clusters in Yogyakarta, Indonesia, as samples because Yogyakarta has 

a remarkable record in the presence of SMEs clusters. There, SME 

entrepreneurs have been recognized as one of the engines of growth: They are 

the business innovators who are crucial in moving a region into new products 

and markets and applying new technologies and management approaches. In 

addition, Yogyakarta has a long tradition of support for affirmative action 

programs that foster entrepreneur development. 

The three Indonesian clusters in Yogyakarta are the Kotagede silver 

handicraft cluster, the Manding leather handicraft cluster, and the Kasongan 

ceramic handicraft cluster. These three examples capture the business 

development and sociocultural diversities of a cluster reasonably well. The total 

number of firm’s population in Manding is 25 firms; there are about 400 firms 

in Kotagede, and 200 in Kasongan. 

The silver handicraft Kotagede and the ceramic handicraft Kasongan 

clusters produce their goods for national as well as export markets. Interfirm 

linkages in the clusters are complex, and specific stages of the production 

process are frequently outsourced to specialist firms within the clusters. In 

Manding, some leather handicraft producers have started to influence the 

development trajectory of the clusters, and some enterprises produce for export 

through traders or wholesalers from outside the cluster. Thus, the Manding 

cluster is less developed compared with the Kotagede and Kasongan clusters. 

According to Sandee and ter Wengel (2002), clusters in Indonesia can 

be classified into four types:  

1. Artisanal: The cluster consists of mainly micro firms that have low 

productivity and wage, are local market oriented, use primitive or obsolete 

tools and equipment, are to a large degree illiterate and passive in marketing, 

rely heavily on the role of intermediaries/traders, and exhibit a low degree 

of interfirm specialization. 

2. Active: The cluster includes many firms that use more skilled workers and 

better technology, supply national and export markets, are active in 

marketing, and make use of internal as well as external networks. 

3. Dynamic: The firms in the cluster have intensive international trade 

networks; internal heterogeneity within a cluster in terms of size, 
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technology, and served market is more pronounced; and leading/pioneering 

firms play a decisive role. 

4. Advanced: The cluster has a high degree of interfirm specialization and 

cooperation. Business networks among enterprises with raw material, 

component, equipment, and other input suppliers, providers of business 

services, traders, distributors, and banks are well developed. Cooperation 

with local, regional, or even national government as well as with 

specialized training and research institutions such as universities is good. 

Moreover, many firms are export oriented (mainly through trading houses 

or exporting companies. 

I identified the Kotagede and Kasongan clusters as active and the 

Manding cluster as artisanal (not yet dynamic), considering the dynamics of 

interfirm relationships within the clusters that consist of labor division, market 

penetration, kinds of interfirm relationships, and the total number of 

participating firms, as explained in subsequent chapters. This is useful for the 

econometric models used in Chapter 6, in which the classifications of the 

sample clusters are treated as a dummy variable of the models. The dummy 

variable refers to the clusters that are classified as active clusters.  

With respect to the sociocultural condition, most people who live in 

Kotagede acknowledge their modern Islamic upbringing. Some were educated 

in the modern Islamic school, and many of them have engaged in the activities 

of Muhammaddiyah, one of Indonesia’s largest modern Islamic organizations. 

Unlike people in Kotagede, the way of life of villagers in Manding and 

Kasongan is strongly influenced by the mix of the Javanese culture and the 

traditional Islamic values. In addition, Manding and Kasongan are located in a 

rural area, whereas Kotagede is in an urban area, implying that they have 

different social value systems. Moreover, because Kotagede is located nearby 

the center of the Yogyakarta province, many people who are from outside the 

province come and stay in this town. As a result, the way of life of Kotagede 

people is also affected by the interaction of the outsiders with their own culture. 

Thus, Kasongan and Manding represent the rural setting cluster in 

which people live with a mix of the traditional Islamic and Javanese culture as 

their sociocultural identity, though the Manding cluster is less developed than 

the Kasongan cluster. In contrast, Kotagede represents the urban setting cluster, 

which has been developed like Kasongan, except that the social mores reflect 

their modern Islamic upbringing. However, according to Dei Ottati (2003b), 

because of its industrial specialization and the connected necessity of importing 

and exporting many different materials, the environment of the district is not as 

closed to the external world as a traditional community. In fact, although 

Kasongan and Manding are located in a rural area, the values of their 

communities are influenced by the mix of a rural-area tradition and industrial 

cluster features. Thus, the common culture of the communities of Kasongan and 
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Manding is not as traditional as the community of other rural areas that do not 

have industrial clusters. 

The last reason for choosing the sample clusters is the ease of access to 

the sample regions. I did preliminary research in Kotagede and Manding at the 

end of 2006 and did some business consulting several years ago in the two 

clusters. Furthermore, accepting the notion that LEs and SEs are different, this 

study controls for firm size and included large, medium, and small firms in the 

sample. Firm selections for the pilot project were based on a stratified random 

sampling procedure in the two clusters (Kotagede and Manding). 

4.3 Fieldwork Methods  

4.3.1 Four phases of the fieldwork 

This study employed the following methods to collect data between 

July 2007 and July 2008: physical site inspection (direct observation), in-depth 

interviews with the stakeholders of the clusters (leading local actors, owners, 

managers, and workers), participative observation at meetings of local business 

associations in the clusters (to identify local actors in the associations and the 

role of local associations for the cluster members), and a closed questionnaire 

for a complete survey. The qualitative techniques—in-depth interviews and 

participation observation—are suitable and applied to gain additional 

information on multiple linkages and the role of local business associations and 

local people, which was not obtained by the quantitative techniques. 

For in-depth interviews, interviewees were selected through a purposive 

sampling strategy that consists of targeting people who are strategically 

important to the business development of a cluster through local business 

associations and the like. Producers, manufacturers, or other cluster 

communities (artisans, retailers, and suppliers) were also selected as informants 

to confirm the information obtained from one another. An in-depth interview 

brings out more sharply the qualitative analysis of this study. This approach is 

also useful to confirm all assumptions and the theoretical framework used in 

this study and put them into the practical perspective. Using the in-depth 

interview, I was able to check all assumptions of this study and write a realistic 

and accurate questionnaire for a large clustering survey. 

I utilized a large clustering survey approach with a closed questionnaire, 

which was distributed within a cluster’s community. I used the questionnaire to 

observe sample firms with respect to multiple linkages within a cluster, 

competitive behavior of local firms, and the properties of social embeddedness 

among clustered firms (trust and reciprocity). I explicitly considered social 

background because its relevance directly derives from its interconnection with 

the economic and institutional aspects of the clustering systems. The sample 

firms were randomly chosen in each subcluster, which consisted of 

manufacturers, retailers with their own workshop, and retailers who did not 
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have a workshop. To take different firm sizes into account, I stratified the 

sample firms by size. 

The large clustering survey adds to the analysis of the in-depth 

interviews by providing a more comprehensive picture of the studied clusters. 

This clustering survey covers 210 firms in three sample clusters. This approach 

enabled me to test all hypotheses of this study by processing survey 

questionnaire data with an econometric model (The quantitative analysis is 

described in Section 4.4.2.) 

The fieldwork was conducted in four phases, as seen in Table 4.1. In 

July–September 2007, I did an initial phase consisting of pilot interviews of ten 

subsamples of firms at Kotagede and Manding. I used the data to learn how the 

interview materials and a closed-questionnaire draft affected the accuracy of 

reporting. These data were used to make initial statements about the 

socioeconomic structure of the cluster business community and the role of 

influential actors within the clusters. 

In October 2007–January 2008, I did the second phase of the fieldwork. 

This phase involved open-ended, moderately directive interviews and direct 

field observations in some firms in two sample clusters. These methods were 

advantageous for this study because they provided data for conducting a 

detailed analysis of the dynamics of multiple ties in the clusters. These methods 

also brought out more sharply the qualitative analysis of this study. I also 

conducted the first survey with a closed questionnaire in this phase. It covered 

78 firms: 55 in Kotagede and 23 in Manding. 

At the first step of this fieldwork, the format of many questions of the 

questionnaire was based on the five-point Likert response set; this measures the 

extent to which a person agrees or disagrees with the question (1 = “strongly 

disagree” to 5 = “strongly agree”). However, when I used this format, some 

respondents in the two clusters (Manding and Kotagede) had difficulty 

distinguishing among the five answers. For example, they asked what the 

difference between “strongly agree” and “agree” was when they agreed to the 

statement “The cluster gives the participating firms the benefits in the form of 

information and knowledge sharing.” 

In addition, in their culture, they are not used to expressing their 

thoughts or feelings in strong wording. Emphasizing “very” or “strongly” for 

something that they feel means they exaggerate—something the Javanese 

culture does not emphasize. In addition, as many firms’ respondents have only 

elementary school education, they do not have the ability to interpret a complex 

question with complicated answer options.As a result, at the second step of the 

fieldwork, I changed the format of the questions of the questionnaire into yes or 

no questions.  

In the third phase of the fieldwork (February–April 2008), an organized 

interpretation of the data developed. I developed a working framework based on 

extant theory and then traveled back and forth between the data and the working 
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framework. During May–July 2008, I carried out the fourth phase of the 

fieldwork, which included a large survey approach using a revised closed 

questionnaire for an additional 132 sample firms in the three clusters. 

Therefore, the sample survey included 210 firms: 102 of them located 

in Kotagede, 23 firms in Manding, and 85 firms in Kasongan. The total number 

of firms in Kotagede is about 450; in Manding, about 30; and in Kasongan, 

about 200. Using their sales turnover per month as a measure, the total sample 

of this study is 94 MIEs, 93 SEs, 21 MEs, and 2 LEs. The sample of large firms 

is small because there are only few large firms in Kasongan and Kotagede, and 

there is no large firm in Manding. 

To detect possible problems with nonresponse error, this study used two 

methods. First, according to the test for nonresponse bias by Armstrong and 

Overton (1977), country-specific t-tests between early and late respondents 

indicated no statistically significant differences. Second, I conducted a small 

survey of 15 (in Kotagede), 5 (in Manding), and 10 (in Kasongan) randomly 

selected nonrespondents to determine whether there were any systematic 

differences between the firm sample and the rest of the population in the three 

clusters. Using t-tests for differences in the means of respondent and 

nonrespondent firms on certain key variables, I found there were no statistically 

significant differences between them. Therefore, overall, nonresponse bias did 

not appear to be a problem in this study. 

 

Table 4.1. Four Phases of the Fieldwork Study 
 Periods Outcome 

Preliminary Research January–March 2006 Identification of two research sample 

industrial clusters 

Phase 1 July–September 2007 Pilot interviews and evaluations of 

pilot interviews 

Phase 2 October 2007–January 2008 The first survey and participative 

observations at the meeting of local 

business associations  

Phase 3 February–April 2008 Preliminary impressions and 

evaluations of the framework 

Phase 4 May–July 2008 The second survey and participative 

observations at the meeting of local 

business associations 

 

 

 

 

4.3.2 An investigation of the role of local actors in local business 

organizations 

To investigate the role of local actors in the cluster community, I started 

with their role in the local business organizations. From the pilot interviews 
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with some entrepreneurs in the studied clusters (July–September, 2007), I found 

that local people in the clusters acknowledged some persons as influential actors 

because they had a significant role in the decision-making process in local 

business associations at the cluster and/or sub-subcluster level. These leaders or 

influential actors were acknowledged not because of their personal traits or 

charisma or their religious or social status, but rather because of their influence 

in the decision making process in the local business associations. 

In a cluster, local actors may emerge in processes of strategic decision 

making in local business organizations (Nadvi, 1997). Processes by which such 

decisions are made become vehicles for individual people and groups to shape 

clustering organizational strategies. Such actors refer to the creation of an 

overall sense of purpose and direction that guides integrated strategy 

formulation and implementation in local business organizations within a cluster. 

As a consequence, this study adopts Freeman et al.’s (1963) approach in 

locating leaders in local communities with some adjustments on the basis of the 

context of a cluster’s community. As Freeman et al. explain, any study must 

involve a detailed examination of the whole decision-making process as it is 

exhibited over a range of issues within the cluster community. As a result, I 

decided to investigate the role of local actors in the decision-making process in 

some local business associations to identify the role of local actors within a 

cluster. According to Freeman et.al (1963, p. 792), “active participation in 

decision making is leadership.” Therefore, I conducted participative 

observations at the meetings of local business associations in the clusters at 

least three times for one local association. 

In addition, this investigation specifies a range of issues, the person 

involved, their intentions, and the extent and nature of their influence. To 

achieve a workable research design for this step, there are three assumptions. 

First, persons who are categorized as influential local actors are active 

participants in decision making in the local associations. Thus, identifying the 

active participants in the decision-making process indicates the influence of the 

actor. 

Second, I assumed that the role of local actors is a necessary 

consequence of social participation. In this case, I reasoned that local actors 

within a cluster result from a high degree of voluntary activity in cluster 

community affairs. Social participation might occur at the local institutions 

within a cluster because members of the institutions in a cluster are connected 

socially. The social-participation approach is thus complementary to the first 

assumption; whereas the first involves only the formal authority, this third 

assumption stresses a social participation of local actors within a cluster. 

Finally, I assumed that influential actors in a cluster cannot be listed 

directly through the meetings of local institutions. As a result, I assessed the 

reputation of influential actors by turning to informants from the cluster 

community itself. The list of influential actors at the local institutions meetings 
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had to be confirmed by the cluster’s community using a closed questionnaire. I 

chose the informant sample randomly. To take into account informants of 

different segments in a cluster, I stratified the sample by informant status in 

cluster organization: owner of the firms, managers, and workers (employees).  

The approach of participative observation is as follows: 

1. Come and participate at least three times at the monthly meeting of local 

business associations at the clusters. 

2. See, take notes on, and record a discussion during the first observation.  

3. Ask the meeting participants to make a list of influential persons at the 

decision-making process of the association at the second observation. 

Explain to them that the list may include persons who hold formal authority 

or those who do not, as long as the persons often have initiatives, influence 

the decisions made at the association meetings, and participate actively at 

the association’s activity. 

4. Tabulate nominations; a person who is identified by at least four 

participants should be listed. 

5. At the third observation, using the list of influential persons based on the 

participant’s perception at the second meeting, confirm the role of identified 

influential persons and find the reasons they are selected as influential 

persons by the members of the associations. 

4.4 Data Analysis 

The data analysis mainly involves processing the data collected through 

a large clustering survey, in-depth interviews, participative observations, and 

secondary data. The respondents of a clustering survey are different from the 

respondents of in-depth interviews. The total survey respondents number 210 

individual firms, and the total interview respondents number 41 people. I 

conducted participative observations at the seven local monthly business 

associations in the clusters, three times for each association. 

To verify the data that were obtained in the survey and interviews, I 

also referred to both respondents’ financial reports/notes and local associations’ 

activity reports; I integrated the main findings of these secondary data into the 

analysis. The secondary data from individual firms included turnover per month, 

percentage of total products that are exported, total number of workers (artisans 

and nonartisans), total five-year investment, one-year net profit, five-year net 

profit trends, and five-year business trends. 

 

4.4.1 Qualitative analysis 

I used a qualitative analysis to process data from the in-depth interviews 

and participative observations at the local business association meetings in the 

clusters. There are two kinds of in-depth interviews conducted in this study: (1) 

individual interviews with manufacturers-artisans, retailers, suppliers, artisan 
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workers, nonartisan workers, and government agencies; and (2) interviews with 

the influential local actors identified through participative observations as well 

as the survey. The interviews covered 29 representatives of cluster communities 

and local government officials and 12 local actors. 

Both kinds of interviews were recorded on tape and were fully 

transcribed. The participative observations were also fully transcribed. All 

interviews are integrated in the analysis of multiple linkages, firm performance, 

the simultaneity of market relations and social embeddedness, and the role of 

local business associations and local actors. Chapter 5 combines qualitative and 

quantitative analysis (statistic descriptive), while chapters 7 and 8 focus on the 

discussions of qualitative evidence. 

4.4.2 Quantitative analysis 

The purpose of the quantitative analysis is to process survey 

questionnaire data with descriptive statistics and econometric models. Chapter 5 

presents the results and discussion of descriptive statistics. In chapter 6, I used 

econometric models in this study to test the impact of socioeconomic structures 

of a cluster (the simultaneity market relations and social embeddedness) on 

three indicators of firm performance. The models test the relationships, 

measurement, and hypothesis (see Chapter 6 for more details).  
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5. Socioeconomic Structures of the Indonesian 

Clusters 

“I value very much our partnership in the cluster. It is more worth than money.  

We have developed our products together since we start cooperating.” 

(Mr. Basuki, a small manufacturer in the Kasongan ceramic handicraft cluster,  

Yogyakarta, Indonesia) 

 

The aim of this chapter is threefold: first, to describe the general 

economic conditions and multiple linkages in three studied Indonesian clusters; 

second, to present the qualitative and survey data–based evidence on market 

relations and social embeddedness in the clusters and the simultaneity of both 

kinds of relations; and third, to show the influence of market and social 

embeddedness factors on the dynamics of interactions among local people 

within the clusters. The conceptual framework refers to that developed and 

explained in Chapter 3. This chapter explores the right side of the conceptual 

framework in Figure 3.1, dealing with socioeconomic structures within a cluster 

that refer to the simultaneity of competitive and cooperative behavior of local 

people in firm’s connections. 

Industrial clusters are made up of a large number of small specialized 

firms that affect the economic relations among firms located in that area. 

Conversely, relationships in industrial clusters are affected by deliberate 

interfirm cooperative arrangements based on trust and reciprocal relationships 

among local people. This chapter concludes that the dynamics of the Indonesian 

clusters consist of intensive interactions among local firms that are influenced 

by socioeconomic structures. 

This chapter is structured as follows. Sections 5.1 and 5.2 contain a 

brief description of the Indonesian cluster and the general business condition of 

the Yogyakarta province and three selected Indonesian industrial clusters. 

Sections 5.3–5.7 present an analysis of socioeconomic structures of the clusters 

by describing interfirm relationships (Section 5.3), market linkages (Section 

5.4), social embeddedness (Section 5.5), unwanted actions (Section 5.6), and 

the simultaneity of both kinds of relations in the clusters (Section 5.7). These 
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subsections refer to both qualitative and survey data evidence with respect to 

those issues. 

Section 5.6 specifically discusses unexpected firm behavior in multiple 

linkages in the form of opportunism, free-riding, and isolation from the external 

environment. Section 5.7 contains a discussion about the simultaneity of market 

relations and social embeddedness in the clusters. Section 5.8 concludes this 

chapter. 

5.1 The Indonesian Clusters 

When the economic crisis hit the country in 1997, small and medium 

enterprises (SMEs) were found to have resisted the crisis better than large firms, 

because their greater flexibility allowed them to adjust production processes to 

offset the severity of the crisis (Mubyarto, 2005). Therefore, it is no surprise 

that small (SEs) and medium enterprises (MEs) receive ample attention in 

Indonesia. The statistical data of 2000 demonstrate that there were about 39 

million enterprises in Indonesia, consisting of 38.98 million (99.85%) SEs, 

55,100 (0.14%) MEs, and 1900 (0.01%) large enterprises (LEs; Minister’s 

Speech, 2001). Therefore, SEs have dominated and have a significant role in the 

Indonesian economy. 

Government efforts to develop SME clusters in Indonesia can be traced 

back to the late 1970s with the Ministry of Industry’s introduction of a national 

program focusing on promoting selected clusters showing some dynamics or 

having good market potential (Sandee et al., 1994).  Before the 1997 crisis, 

there were many complementary activities (among other government programs) 

to that program, including subsidized visits of producers to trade fairs, programs 

for linking universities and research/service centers to SMEs, and programs for 

developing subcontracting linkages between LEs and SMEs. Both the Ministry 

of Industry and Trade and the State Ministry for Cooperatives and Small 

Enterprise Development have strengthened programs for the development of 

clusters (Sandee and Ter Wingel, 2002). Clustering is expected to continue to 

be the optimal strategy for promoting SEs and MEs because businesses are 

scattered throughout the Indonesian Archipelago, and small businesses tend to 

gather according to similarities in their input, output, technology, and 

machinery, among other factors (ACTETSME, 2005). 

According to 2004 statistical data, there were about 9800 units of small 

industry clusters in Indonesia (Soetrisno, 2004). Small and medium clusters can 

be found in all provinces, and most of them are located in rural areas. Clusters 

are established as traditional activities of local communities where production 

of specific products has long been advancing (Weijland, 1999). The overlap of 

rural society and economic organization has resulted in traditions that seem to 

safeguard social control and stability. The traditional village community is 

differentiated, and social relations are often dominated by patronage 

relationships corresponding with sociopolitical hierarchy, landownership, and 
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traditional family bonds. In addition, Klapwijk (1997) explains that clustering is 

the outcome of the development of locally rooted value-creating systems. 

Furthermore, according to Weijland (1999), clustering in Indonesia is 

developed by social networks. Transactions and exchanges are organized 

through institutions in Indonesian clusters (Berry et al., 2001). A key feature of 

small-scale industrial organization, particularly in densely populated Java, is the 

tendency for enterprises to group together geographically and by economic 

subsectors to exploit economies of agglomeration that are influenced by a local 

culture (Berry et al., 2001). Therefore, the Indonesian SME clusters are 

established naturally as traditional activities of local communities, which 

historically have produced specific products. 

Moreover, in his study of the roof tile cluster in Central Java 

(Indonesia), Sandee (1995) indicates that SEs can learn from MEs and LEs to 

develop their own marketing capability so that they can penetrate urban and 

international markets in Indonesian clusters. Specifically, Sandee concludes that 

leading traditional producers may initiate innovation processes and are risk 

takers for pursuing their innovation capability. 

Tambunan (2006) concludes that the market-based development of 

Indonesian clusters is more successful than a policy-driven one. Some crucial 

factors of Indonesian cluster development provide access to an output market, 

internal organization and cooperation/joint actions among firms inside clusters, 

sustainability of the supply of raw materials and other necessary inputs, the 

existence of self-help organizations and common service facilities, the quality 

of local government support, and external networking with banks and local 

providers of education, technology, and information. 

5.2 General Business Conditions in Yogyakarta Province and Three 

Studied Indonesian Clusters 

Regionally, the majority of clusters in all sectors are concentrated in 

Java, because the country’s population is also concentrated in this region. 

Within Java, the majority of small firms are found in Central Java and the 

Yogyakarta province (including household enterprises, the smallest units of 

business; though they have on average 1–4 workers, many of them are self-

employment units with family members as helpers or unpaid workers). 

The Yogyakarta province also has a long tradition of affirmative action 

programs fostering the development of entrepreneurs. In addition, this province 

is known as the cultural capital of Java and the city of education where students 

from all over Indonesia come to study. This makes the Yogyakarta province a 

multicultural province that in turn creates its own development and caters for 

people with different cultural backgrounds. This is my main reason for basing 

my research in the Yogyakarta province. 
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5.2.1 The Yogyakarta province  

The province of Yogyakarta historically has obtained a distinctive 

place in Indonesia’s politics and nationhood. It became the temporary 

capital city of Indonesia during the war against the Dutch in the late 

1940s, when the former Sultan of Yogyakarta, Sri Hamengku Buwono 

IX, turned over power to former President Soekarno to defend the unity 

of the country. Yogyakarta has a relatively small share in the nation’s 

gross domestic product (GDP): only about 1.07% in 2004. The 

population of Yogyakarta is about 3.17 million people, or 1.5% of the 

total population of Indonesia. Tables 5.1 and 5.2 present its economic 

profile and distribution of regional output by sector. 
 

Table 5.1. Economic Profile of Yogyakarta 

Descriptions  Yogyakarta  

Area (km2)  

Population (2005)  

Regional GDP (2004; Rp. Million)  

Regional GDP p.c. (2004; Rp)  

Inflation (2005; %)  

Bank credit (per March 2006; Rp trillion)  

3,133.15 

3,181,200 

21,848,682.1 

6,777,908.2 

14.98 

6.78 

Source: Yogyakarta dalam Angka (Yogyakarta in Statistics), BPS-Indonesia, 2004 

(Note: €1 = about Rp 13.200 (exchange rate in February 2010) 

 

Table 5.2. Regional Gross Domestic Product Distribution by Sector in 

Yogyakarta (%) 

Descriptions  Yogyakarta  

Agriculture, livestock, forestry, and fisheries  

Mining & quarrying  

Manufacturing  

Electricity, gas, and water supply  

Construction  

Trade, hotel, and restaurants  

Transportation and communication  

Financial, rental, and business services  

Other services  

Total  

17  

1  

15  

1  

8  

19  

10  

10  

19  

100 

Source: Yogyakarta dalam Angka (Yogyakarta in Statistics), BPS-Indonesia, 2004 

 

Hotels, restaurants, and service industries dominate the micro, small, 

and medium-sized business area. Tourism industry and education services, 

which have shaped the economy of the province, have created a demand for 

more investment. 
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According to official regional data for 2004, the manufacturing 

industry in Yogyakarta and Bantul districts (within the Province of 

Yogyakarta) are composed of 662 and 17,763 small firms, with a total 

employment of 9812 and 75,126 people, respectively. The majority of 

these enterprises are found in handicraft and general industry (Table 5.3). 

 
Table 5.3. Small Manufacturing Firms in Yogyakarta and Bantul Districts, 2004 

Yogyakarta Bantul Group of Industry  

Unit Worker Unit Worker 

Food processing  

Clothing and leather  

Chemical and materials  

Handicraft and general  

Metal  

Total  

129 

169 

54 

205 

105 

662 

1,523 

2,695 

612 

2,755 

2,227 

9,812 

7,373 

678 

2,675 

6,168 

869 

17,763 

23,853 

4,506 

23,326 

21,630 

1,81 

75,126 

Source: Yogyakarta dalam Angka (the Yogyakarta Province in Statistics), BPS-

Indonesia, 2004 

 

Thus, the Yogyakarta province has a good record of SME clusters, and 

SME entrepreneurs have been recognized as the city engines of growth. The 

three studied clusters are located in this province and have their own dynamics, 

which have influenced the way of life of people who live there.  

5.2.2 The three studied Indonesian clusters 

As explained in Chapter 4, for this study I chose three industrial clusters 

in Yogyakarta as a research sample: the Kotagede silver handicraft cluster 

(about 400 firms), the Manding leather handicraft cluster (25 firms), and the 

Kasongan ceramic handicraft cluster (about 200 firms). 

As explained in chapter 4, the data of this study is based on a 

questionnaire survey and in-depth interviews. In total, 102 firms in Kotagede, 

23 firms in Manding, and 85 firms in Kasongan were interviewed in the survey 

and 38 people were selected for in-depth interviews..  

Table 5.4 shows sales turnover per month of the respondents in the 

three clusters and the four types of firms that employed the respondents: 

artisans/manufacturers, subcontractors, workers, and retailers/traders. In 

Kotagede, I categorized 31 % of total sample firms as micro firms (MIEs) 

because their monthly sales turnover is less than Rp. 1,000,000 (about €75); 

there are 27 % of total respondents that are classified as MIEs in Manding and 

68 % MIEs in Kasongan. I categorized firms with sales turnover of about Rp. 

1,000,001–10,000,000 (approximately €75–750) per month as small firms. For 

that category, there are 15 % of total firm respondents in Kasongan, 67% in 

Manding, and 60% in Kotagede. There are only a small number of firms in 

Kasongan (8%) and  Kotagede (5%), and Manding (2%) that earn more than Rp. 
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30,000,000 (approximately €2,250) from their sales. They are classified as large 

firms. 

 

Table 5.4. Sales Turnover of the Firm’s Respondents (in Value) per Month 

(n=210) 

Sales Turnover (in Rp.) 

The Kasongan 

 Cluster 

(n=85) 

The Kotagede 

 Cluster 

(n=102) 

The Manding 

 Cluster 

(n=23) 

< Rp. 1,000,000 (micro firms) 68% 31% 27% 

Rp. 1,000,001–10.000.000 

(small firms) 

15% 60% 67% 

Rp. 10,000,001–30,000,000 

(medium firms) 

8% 5% 4% 

Rp. 30,000,001–50,000,000 

(large firms) 

8% 5% 2% 

> Rp. 50,000,000 (large firms) 1% 1% 0 

 

i. Firm Performance 

As explained in chapter 3, following Rangone (1999), I captured three 

aspects of firm performance: (1) manufacturing, (2) marketing, and (3) new 

product development. From the literature of the resource-based view of the firm, 

manufacturing performance results from the production capability (i.e. the 

ability to produce and deliver products to customers). Marketing performance is 

determined by the marketing capability (i.e., the ability to market and sell 

products effectively and efficiently).
3
 New product development performance 

originates from product innovation capability (i.e., the ability to develop new 

products and achieve superior technological performance). I added one item, 

financial performance, because it is a firm performance indicator that has been 

dominant in the strategic management literature and reflects the fulfillment of 

the economic goals of a firm.  

In this study, firm performance is measured by adopting the subjective 

statement (perceptual measures) of respondents when they were asked to state 

their firms’ performance in terms of financial, manufacturing, marketing and 

                                                      
3
In this study, manufacturing and marketing performance is combined to be one variable. Many 

firms in clusters generally do not do marketing management on their own. They utilize collective 

resources such as the reputation of a cluster itself as a marketing tool. Thus, as an individual firm, 

most of participating firms in a cluster are not concerned about the improvement of marketing 

their products. As a result the performance of marketing would have little contribution to the 

overall business performance of one firm in clusters. Combining manufacturing and marketing 

performance would not reduce the importance of each performance in the overall business 

performance of one firm in clusters. In this study, the measure of manufacturing performance 

includes two items, and the measure of marketing performance consists of one item. Moreover, 

coefficient alpha for the index of manufacturing and marketing performance (0.765) indicates that 

the measures had high internal consistency.  
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innovation.  I used the subjective approach for several reasons. First, measures 

such as profit and total turnover per month are typically not available at the firm 

level because a balance sheet is needed to compute them. Although objective 

financial performance measures are appropriate, I preferred subjective ones due 

to the difficulty in obtaining objective measures from managers or owners of 

the respondent firms. Second, respondents may be reluctant to give the figures. 

Almost all respondents emphasized privacy of information and secondary data 

on such companies are less readily available. 

In addition, in this study, data were collected through a questionnaire 

survey with personal interviews with the firm owners who were involved 

directly in the daily business of the firms. Personal interviews enabled 

discussion of firm performance. They also ensured that the owners fully 

understood the purpose of the study and the exact measures solicited by the 

interviewers. 

Subjective performance measures have been shown to have a high 

correlation with objective financial performance measures, thus supporting their 

validity (e.g., Naman and Slevin, 1993; Hart and Banbury, 1994). The 

subjective measures of firm performance have been applied successfully in 

previous studies (e.g., Schwenk1985; Ruekert et al., 1985; Cavusgil and Zou, 

1994; Homburg et al., 2003; Panayides, 2006). Cavusgil and Zou (1994) use 

this approach to assess the relationship between marketing strategy and 

performance. Homburg et al., (2003) use perceptual measures of marketing-

related outcomes that assess effectiveness and efficiency to measure 

performance.  

The first indicator is new product development. Adapted from 

Panayides (2006), the measure consists of the trend of the quality of the firm’s 

product over the past five years (product innovation). The items were measured 

on a three-point scale (“increased,” “no change,” and “decreased”). Table 5.5 

shows the subjective perceptions of respondents of new product development 

performance. It is interesting to note that not any respondents claimed that the 

trend of their products quality over the last five years had decreased. However, 

57% of total respondents in Manding had not any change in terms of product 

developments for the last five years. Similarly, almost half of total respondents 

in Kasongan and Kotagede claimed that there was not any change on the trend 

of the quality of their products over the last five years (48% in Kasongan and 

49% in Kotagede).  

 

Table 5.5. New Product Development Performance in the Clusters (n=210) 
The trend of the quality 

of the firm’s products 

over the last five years 

The Kasongan 

Cluster 

(n=85) 

The Kotagede 

Cluster 

(n=102) 

The Manding 

Cluster 

(n=23) 

Increased 52% 51% 43% 

No change 48% 49% 57% 

Decreased 0 0 0 
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The second indicator is manufacturing and marketing performance. In 

this study, manufacturing and marketing performance is measured with a 3-item 

scale. The items include the recent conditions of labor skills, specialization and 

marketing strategy (“improved,” 0 = “no change,” and  “decreased”). Table 5.6a 

– 5.6c show the subjective perceptions of the respondents of the three items. 

Most respondents in the clusters prefer to claim that there is an improvement of 

specialization degree in their firms than other items: 76% of total respondents in 

Kasongan, 67% in Kotagede and 74% in Manding, whereas less of them 

acknowledged that their marketing strategy was improved (20% of total in 

Kotagede and 13% in Manding), except in Kasongan (49% of total respondents).  

 

Table 5.6a. Manufacturing and Marketing Performance in the Clusters: the first 

item (n=210) 
Labor skills The Kasongan 

Cluster (n=85) 

The Kotagede 

Cluster(n=102) 

The Manding 

Cluster  (n=23) 

Improved 67% 63% 65% 

No change 2% 13% 13% 

Decreased 31% 25% 22% 

 

Table 5.6b. Manufacturing and Marketing Performance in the Clusters: the 

second item (n=210) 
Degree of 

specialization 

The Kasongan 

Cluster (n=85) 

The Kotagede 

Cluster (n=102) 

The Manding 

Cluster (n=23) 

Improved 76% 67% 74% 

No change - 13% 4% 

Decreased 24% 21% 22% 

 

Table 5.6c. Manufacturing and Marketing Performance in the Clusters: the third 

item (n=210) 
Marketing strategy The Kasongan 

Cluster (n=85) 

The Kotagede 

Cluster (n=102) 

The Manding 

Cluster (n=23) 

Improved 49% 20% 13% 

No change 38% 74% 65% 

Decreased 13% 8% 22% 

 

Because no single indicator is uniformly cited in the literature as the 

optimal measure of financial performance, I included three: one measure of 

growth and two of profitability
4
 adapted from Begley and Boyd (1986). The 

growth measure was based on the trend of turnover for the past five years. One 

of the profit measures involved the net profit for the past year, and the second 

related to turnover for the past year, as shown in table 5.7a, 5.7b, and 5.7c. In 

                                                      
4 It seems prudent to include multiple financial performance measures because small business 

owner/managers may direct their efforts toward varying goals (Begley and Byod, 1986). 
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average, in the three clusters, most respondents have the same conditions of 

financial performance. Many of them perceived that there was a decrease of 

turnover for the past year (45% in Kasongan, 45% in Kotagede and 26% in 

Manding). However, according to many of them (45% of total respondents in 

Kasongan, 53% in Kotagede and 63% in Manding), the net profit for the past 

year had increased. 

 

Table 5.7a. Financial Performance in the Clusters: the first item (n=210) 
The trend of 

turnover for the 

past five years 

The Kasongan 

Cluster (n=85) 

The Kotagede 

Cluster (n=102) 

The Manding 

Cluster (n=23) 

Increased 25% 24% 39% 

No change (flat) 35% 40% 30% 

Decreased 40% 36% 31% 

 

Table 5.7b. Financial Performance in the Clusters: the second item (n=210) 
The net profit for 

the past year 

The Kasongan 

Cluster (n=85) 

The Kotagede 

Cluster (n=102) 

The Manding 

Cluster (n=23) 

Increased 45% 53% 63% 

No change (flat) 53% 35% 33% 

Decreased 2% 12% 4% 

 

Table 5.7c. Financial Performance in the Clusters: the third item (n=210) 
The turnover for 

the past year  

The Kasongan 

Cluster (n=85) 

The Kotagede 

Cluster (n=102) 

The Manding 

Cluster (n=23) 

Increased 19% 15% 24% 

No change (flat) 36% 40% 50% 

Decreased 45% 45% 26% 

 

To sum up, regarding firm performance, the conditions of firm 

respondents in the three clusters are quite similar. There is not any remarkable 

remark regarding the differences of firm performance conditions of firm 

respondents in the clusters. The next descriptions present another feature of 

business conditions of firm respondents in the studied clusters and 

socioeconomic structures of the studied clusters. 

 

ii. Workers 

The various types of the firm respondents in terms of the number of 

workers are different from the criteria based on a monthly sales turnover, as 

Table 5.8 indicates. For the three clusters, there are 73% of total firms that are 

MIEs employing 1–5 workers, whereas 12% of firms are categorized as SEs 

with 6–10 workers. There are 13% of total that are medium-sized firms and 2% 

are LEs surveyed in the fieldwork of this study. 
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In the clusters, the labor market for the clusters is largely confined to 

the local area, as shown in Table 5.9 for the Kasongan cluster, Table 5.10 for 

the Kotagede cluster, and Table 5.11 for the Manding cluster. A majority of the 

firm respondents employ workers from inside the clusters, though there are 

workers from outside the clusters. The qualitative interviews with the owner of 

the firms and their workers (July 2007–November 2008) show that many 

employees from outside the clusters are not skilled workers and but rather 

receptionists or shopkeepers. 

Skilled workers or artisans living outside the clusters go on leave only 

once a month. Their employers provide them common rooms for their bedroom 

near the workshop. As a result, the firms get more benefits to employ outside 

skilled workers because they do not have regular working hours (eight hours: 

8:00 A.M.–4:00 P.M.) like internal workers. Their overtime hours are paid lower 

than the overtime wages received by internal skilled workers because the 

employer must provide them a room to stay and food for the whole day. Their 

working hours are from 8:00 A.M.–11:00 P.M. with three hours break in the 

afternoon and evening for lunch, dinner, and praying. 

None of the firms in the study were fully dominated by family workers; 

the total number of family workers was similar to the number of nonfamily 

workers. Although the firms do not seem to consider whether they have a 

family relationship with their employees, most of them have known one another 

for a long time. However, the cluster is still open to workers from outside the 

clusters. The firms have employed them based on a recommendation of their 

friends or relatives. Without any recommendation or reference, they would not 

take any risks to employ unknown people. In Kasongan and Kotagede, even 

workers could be “borrowed” when they were not fully employed in their 

regular workshop (Interview with Workers, 10/06/2008). 

 
Table 5.8. Total Waged Workers in the Three Clusters (n = 210) 

Total Workers Number of Firms 

1–5 (MIEs) 73% 

6–10 (SEs) 12% 

11–50 (MEs) 13% 

>50 (LEs) 2 % 
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Table 5.9. Number of Workers of the Firms’ Respondents  

in the Kasongan Ceramic Center (n = 85) 

 
 1–5 

Workers 

6–10 

Workers 

11–15 

Workers 

16–20 

Workers 

> 20 

Workers 

Artisan 4% 7% 11% 21% 58% 

Nonartisan 96% 1% 2% 0 0 

Family 96% 1% 1% 0 1% 

Nonfamily 64% 14% 9% 9% 4% 

From inside the cluster 59% 18% 12% 8% 4% 

From outside the cluster 27% 2% 0 0 0 

 

Table 5.10. Number of Workers of the Firms’ Respondents  

in the Kotagede Silver Cluster ( n = 102) 
 1–5 

Workers 

6–10 

Workers 

11–15 

Workers 

16–20 

Workers 

> 20 

Workers 

Artisan 94% 5% 0 0 1% 

Nonartisan 99% 1% 0 0 0 

Family 100% 0 0 0 0 

Nonfamily 97% 2% 0 0 1% 

From inside the cluster 95% 4% 0 0 1% 

From outside the cluster 98% 1% 1% 0 0 

 

Table 5.11. Number of Workers of the Firms’ Respondents  

in the Manding Leather Cluster (n = 23) 
 1–5 

Workers 

6–10 

Workers 

11–15 

Workers 

16–20 

Workers 

> 20 

Workers 

Artisan 87% 4% 9% 0  0  

Nonartisan 96% 0  0  0  4% 

Family 91% 0  9% 0  0  

Nonfamily 78% 17% 0  0  4% 

From inside the cluster 83% 13% 0  0  4% 

From outside the cluster 83% 17% 0  0  0  

 

In addition, interviews with some entrepreneurs in the clusters revealed 

that workers endowed with entrepreneurial talents learned the state of the art 

from the enterprise where they had been employed and eventually moved out 

and set up their own business. In the three clusters, many sample units report 

that most of small firms were artisans or workers previously employed in some 

firms of the clusters. From the questionnaire survey, 100 of the 210 respondents 

(48% of the total respondents in the three clusters) previously had a job as a 

worker/artisan at a neighboring firm within the clusters. Thus, in the clusters, 

there is a sort of continuum ranging from home-based work to part-time and 

waged work to self-employment and entrepreneurship. 
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The following sections investigate in more detail each cluster through 

the lens of the simultaneity of market relations and social embeddedness that 

constitute socioeconomic structures of interfirm relationships in the studied 

clusters. The sections are based on the fieldwork carried out in the three clusters. 

Information was collected through in-depth interviews with key players from a 

variety of firms and a questionnaire survey covering the sample of 210 firms in 

the three clusters. 

 

5.3 Interfirm Relationships in Three Studied Indonesian Clusters 

Regarding the supply of raw materials and components, in Kotagede 

and Kasongan, unlike Manding, clustering induced the concentration of 

suppliers. Thus, manufacturers in the clusters could buy most of their inputs 

locally. However, the local supply of competitive raw materials was still 

inadequate to satisfy the industry, because only some of the existing firms have 

adapted their supply to the requirements of the open market. Local suppliers do 

not have a significant role in determining input prices; these are more 

determined by external factors. Thus, the interfirm relationships of the clusters 

are not colored by the existence of supplier–buyer relationships. As a result, the 

firms also must buy their raw materials from outside the clusters, as shown in 

Tables 5.12–5.14. 

 

Table 5.12. The Source of Raw Materials in the Kasongan Cluster (n=85) 
 Raw Materials 

Local (internal cluster) 98% 

Province 30% 

National 16% 

Abroad 0  

  

Table 5.13. The Source of Raw Materials in the Kotagede Cluster (n=102) 
 Raw Materials 

Local (internal cluster) 73% 

Province 10% 

National 8% 

Abroad 3% 

 

Table 5.14. The Source of Raw Materials in the Manding Cluster (n=23) 
 Raw Materials 

Local (internal cluster) 39% 

Province 74% 

National 70% 

Abroad 0  
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Moreover, subcontracting and trading mainly characterize the 

relationships between different kinds of local people in the clusters. Those two 

relationships are part of vertical linkages within the clusters: Subcontracting 

relationships represent connections between manufacturers and subcontractors 

or between traders and subcontractors, and trading relationships indicate the 

connection between manufacturers and traders. 

Subcontractors are persons who work for manufacturers or traders to do 

some part of the production process (Sandee, 1995). Manufacturers can divide 

their production jobs to some subcontractors within a cluster, and traders who 

do not have a workshop can obtain their final products from asking and 

managing different subcontractors to work for each part of production process 

(Visser, 1996). Meanwhile, manufacturers who do not have showrooms can sell 

their final products to local traders. It is also common practice that traders take a 

finishing part of production to obtain higher margins from their sales and adjust 

final designs with their consumer’s preferences. 

Furthermore, the variety of labor division in the three clusters can be 

seen in the subcontracting relationships. In the clusters, the fact that the division 

of labor among firms prevails over the division of labor within firms 

strengthens the reciprocal interdependence of the firms in the clusters and 

favors the local industry—particularly human capital, which it requires and 

develops as if it were collective property. The survey indicated that there are 

155 firm respondents who work with local subcontractors in the clusters. It 

consists of 40% from Kasongan, 9% from Manding, and 51% from Kotagede. 

As Table 5.15 indicates, in Manding, the degree of division of labor is 

more limited than in Kotagede and Kasongan. Only 9% of total firm 

respondents subcontract part of the production process of 61%–100% of their 

products to other firms, whereas 61% of them subcontract less than 30% of their 

products. Many products that are sold in Manding are bought from an outside 

cluster and most small and medium retailers do not own a workshop. As a result, 

the local workshops produce a small portion of leather products of the total 

products that are manufactured in the cluster area. 

In contrast, in Kotagede, 49% of total respondents externalize less than 

30% of their products to other firms; 33% of them subcontract more than 61% 

of the products; and 24% of them ask other firms to perform any stage of the 

production process of between 31% and 60% of their products. In Manding and 

Kotagede, many retail chains provide their subcontractors with components and 

raw materials, implying that retailers generally have more power than 

manufacturers or subcontractors. In fact, retailers often pay late and return 

unsatisfactory products with more frequency. In Kasongan, most retailers own a 

workshop and are involved actively in manufacturing products. Moreover, there 

are many local artisans. As a result, almost all portions of ceramic products sold 
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in the cluster area are produced at the local workshops, implying that the labor 

division is more varied than in the other two clusters. The number of firms that 

subcontract part of the production process of more than half of their total 

products (61%–100 %) to other firms is larger than the number of firms that 

externalize any stage of the production process of less than 61% of their total 

products to other firms: 78% of total firm respondents subcontract more than 

61% of their products to other firms, whereas only 22% of them subcontract 

less than 61% of their products. 

 

Table 5.15. Percentage of firms Subcontracting part of their Production process 

(n = 210) 
Percentage of 

Subcontracted Products 

The Kasongan 

Cluster (n=85) 

The Kotagede 

Cluster (n=102) 

The Manding 

Cluster (n=23) 

1%–30 % 2% 49% 61% 

31%–60% 20% 24% 30% 

61%–100% 78% 33% 9% 

 

In some cases—especially in Kasongan and Kotagede, which have 

larger clusters than in Manding—the smaller subcontracting firms operate 

relatively independently after they have received an order from a larger firm. 

They buy their own raw materials and finish the products on their own 

machines. However, more frequently, the owner of the small subcontracting 

firm does not have sufficient capital to operate independently and acts more like 

a works silversmith: In exchange for a fixed price per specified piece, the 

subcontractor provides space, labor, and tools, and all other costs such as 

working capital and raw materials are borne by the larger firm (manufacturer or 

retailer), which often also takes care of finishing the products in its own 

workshop. This kind of subcontracting relationship is a convenient arrangement 

by which the larger firm relieves itself of the burden of labor management and 

absorbs fluctuations in orders. 

In addition, firms operating as subcontractors work for more than one 

local retailer. However, local retailers do not admit that their subcontractors also 

work for other retailers. They are mainly concerned about the possibility of the 

imitation of their product design by other retailers. On the side of subcontractors, 

it is not difficult to move from one trader to another local retailer as long as they 

can serve the retailers’ orders. In fact, my field observation often indicated that 

the design of many products sold in the cluster was similar. 

Firms in the three clusters have clearly defined marketing channels. As 

Table 5.16 shows, in Kotagede, 49 firms sell their output directly to the 

consumers at their own showrooms without the assistance of any intermediaries, 

and 73 firms sell to the local medium and large retailers. Only 10–15 firms have 

a contract with big factories and sales representatives to sell their products. In 

Kasongan, only 4 firms sold their products to the factory, whereas 67 firms sold 

directly to the consumer without the assistance of any intermediaries through 
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their showrooms. The number of firms that use local medium to large retailers 

to sell their products is significant: about 43. Meanwhile, in Manding, many 

firms sell their products directly to consumers (16 firms) and to the wholesalers. 

My interviews with local players in Manding indicated that the retailers are 

located around the Manding village. Firms that sell their output directly to the 

consumers are classified as manufacturers–retailers, whereas firms that sell to 

the local medium to large retailers or the factory are manufacturers. 

 
Table 5.16. Marketing Channels (n = 210) 

 The Kasongan 

Cluster  (n = 85) 

The Kotagede 

Cluster (n = 102) 

The Manding 

Cluster (n = 23) 

Direct to the consumer 79% 48% 70% 

Direct to local retailers 51% 72% 52% 

Direct to the factory 4% 11% 17% 

Through an agent 48% 15% 35% 

Through a consortium 

with other manufacturers 

12% 2% 13% 

 

Specifically, in Manding, many retailers buy their products from 

outside the cluster, thus utilizing Manding as a trading area only. Commonly, 

the products are bought from a location where local artisans are still abundant 

but the trading area is not as good as the Manding cluster; thus, the products are 

oversupplied in the original place. In fact, the Manding cluster is one of the 

most famous leather handicraft clusters in Indonesia. Thus, local retailers in 

Manding get higher margins from selling the products from outside the cluster 

because those products are relatively cheaper than local ones. 

This situation reduces incentives to innovate with regard to product 

quality. As a result, some small and medium retailers in Manding do not show 

any innovative behavior in technological improvements. Yet, most of them take 

considerable time even in adopting the latest technology in the market. If they 

bring about marginal changes in the design of the products, it is often in 

response to demand from customers who have observed a new design either 

abroad or in other parts of Indonesia. In Kasongan and Kotagede, some big and 

medium retailers have shown any inclination toward innovating either in quality 

or design, because local retailers usually own a workshop and still manufacture 

parts of their products, especially for the finishing part of the production process. 

They are even trying to keep up with the trend in the national market. Most 

local retailers are stimulated to create new designs, as local competition is 

substantial in the cluster. Some of the retail chains in Kotagede have attempted 

to improve their quality control system, but it is usually on finished products or 

during the production process. 

Furthermore, in selecting their partners, respondents indicated three 

factors that are important (see Table 5.17): 47%, 35% and 48% in Kasongan, 

Kotagede and Manding respectively chose trust, some of them consider the 
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quality of subcontractors’ work, and few indicated price of subcontractors’ 

products. 

 

Table 5.17. The Top- Ranking Factor for Selecting a Firm’s Subcontractors  

(n = 210) 
Which one is the top ranking 

factor for choosing the 

firm’s subcontractors? 

The Kasongan 

Cluster 

(n=85) 

The Kotagede 

Cluster 

(n=102) 

The Manding 

Cluster 

(n=23) 

Trust 47% 35% 48% 

Quality of items 13% 26% 30% 

Price 0 7% 4% 

 

Similarly, Table 5.18 indicates that many of them (35% in Kasongan, 

61% in Kotagede, and 52% in Manding) select trust as the top-ranking factor in 

selecting their local partner retailers, whereas 14%, 17%, and 17% of them rank 

on-time payment as the main factor in Kasongan, Kotagede and Manding 

respectively. 

 

Table 5.18. The Top-Ranking Factor for Selecting a Firm’s Retailers/Traders  

(n = 210) 
Which one is the top-

ranking factor for choosing 

the firm’s traders? 

The Kasongan 

Cluster 

(n=85) 

The Kotagede 

Cluster 

(n=102) 

The Manding 

Cluster 

(n=23) 

Trust 35% 61% 52% 

On-time payment 14% 17% 17% 

Price 5% 10% 13% 

 

These two tables present two different factors: Trust refers to a social 

factor, whereas price, quality, and on-time payment are classified as 

market/economic factors. When both kinds of factors affect firm preference in 

their relationships in the clusters, social and market ties occur in the clusters. 

Both ties happening at the same time means the simultaneity of social and 

market ties exists in the clusters. 

Thus, in the three clusters, relationships between firms at different lines 

of production activities occur in the form of subcontracting and trading 

relationships. There are only few suppliers within the clusters, so relationships 

with local suppliers do not really influence the dynamics of the clusters.  

5.4 Competition in Three Studied Indonesian Clusters  

In all clusters, almost all showrooms display a price discount, from 20% 

to 50%, in front of their shops, or they offer big sales for their products. In-

depth interviews with some subcontractors indicated that all of them admitted 

that competition among them is great. This leads them to offer a reasonable 
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wage or price for their subcontracting works or a product they fabricate as they 

deliver a good quality product. 

Based on a survey questionnaire, most of the firms in Kotagede and 

Manding claim that their peer competitors are SEs; only a few firms indicate 

MEs as their competitors. In contrast, in Kasongan the competitive pressure is 

felt among all kinds of firms: Many firms indicated that regardless of size, all 

firms are their competitors as long as they provide the same products. In fact, 

some of the large firms in the ceramic Kasongan cluster and a few in the silver 

Kotagede cluster have their own market niche facing only limited competition 

from peers. Nevertheless, in the three clusters, competition between MIEs is not 

as high as among other kinds of firms. They are mostly artisans and work as 

subcontractors for local manufacturers and traders. 

Most respondents indicated that the quality of their product is the most 

important factor of their firm’s advantage to face competition within the cluster 

over price and time delivery. Tables 5.19–5.21 present the first-, second-, and 

third-ranking factors of firm advantage to compete with peers. In Kotagede, 

81% of total respondents claim that their product quality is the most important 

factor in their competition strategy; 83% of the total Manding respondents and 

66% of the total Kasongan respondents agreed to that. Only 8% of the total 

Kotagede respondents, 13% of the total Manding respondents, and 14% of the 

total Kasongan respondents consider that a reasonable price of their product is 

the most significant advantage to win the competition between firms in the 

cluster. However, many of those living in Manding (61% of total  Manding 

respondents) put price as the second-ranking factor, whereas price is the third-

ranking factor for many firm respondents in Kotagede and Kasongan (51% of 

total respondents in both clusters). 

Another factor is a product’s speed of delivery. Like price, few firms in 

the three clusters put this as the first-ranking factor (5% in Manding, 11% in 

Kotagede, and 12% in Kasongan). The number of Kotagede respondents who 

put this factor at the second rank is less than the number of respondents who put 

this at the third rank. However, the number of respondents who agree that this 

factor is ranked second is more than the number of people who indicated price 

at the second rank. 

 

Table 5.19. The Top-Ranking Factor to Outcompete a Firm’s Competitors  

(n = 210) 
Which one is the top 

ranking factor to 

outcompete your peers? 

The Kasongan 

Cluster 

(n=85) 

The Kotagede 

Cluster 

(n=102) 

The Manding 

Cluster 

(n=23) 

Product quality 66% 81% 83% 

Price 14% 8% 13% 

Delivery speed of products 12% 11 % 5% 
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Table 5.20. The Second-Ranking Factor to Outcompete a Firm’s Competitors  

(n = 210) 
Which one is the second-

ranking factor to 

outcompete your peers? 

The Kasongan 

Cluster 

(n=85) 

The Kotagede 

Cluster 

(n=102) 

The Manding 

Cluster 

(n=23) 

Product quality 33% 19% 9% 

Price 35% 41% 61% 

Delivery speed of products 32% 42% 30% 

 

Table 5.21. The Third-Ranking Factor to Outcompete a Firm’s Competitors  

(n = 210) 
Which one is the third-

ranking factor to 

outcompete your peers? 

The Kasongan 

Cluster 

(n=85) 

The Kotagede 

Cluster 

(n=102) 

The Manding 

Cluster 

(n=23) 

Product quality 1% 0 8% 

Price 51% 51% 26% 

Delivery speed of products 16% 47% 65% 

 

Some of the small manufacturers interviewed realized that they work 

with a traditional strategy of commercialization based on price, but they still try 

to increase their attention to quality and supplying good service due to 

competition among them and the demand of their retailers/traders. A small 

ceramic handicraft manufacturer in Kasongan refers to his efforts to fulfill what 

the retailers require: 

 

“I have been supplying my products to the six medium local 

retailers here for four years. Each of them orders the same product 

because my specialization is producing a ceramic vase. Since I 

always give them a different design and a very good quality of the 

vase, they never complain about my products and still continue 

ordering my products. I realize there are many competitors in my 

neighborhood; they also supply their products to the same retailers. 

However, I always try to satisfy my retailers by maintaining my 

interesting design and very good quality of the vase. Once they 

order my products, I do some production experiments in order to 

get a new design and product innovation than the products 

delivered before. In this situation, I [am concerned] more about the 

skills of people who work with me. As a result, I supervise them to 

do some parts of production process and train them in order to be 

able to produce one product by themselves.” (Interview with Mr. 

Mardiyanto /Mir (his nickname), 15/07/2008) 

 

From the Kotagede silver handicraft cluster, a small producer confirms 

the existence of competition on price between them: 
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“I know that many small producers offer a low price of their 

products. They really push their price to attract retailers ordering 

their products. For me, no problem at all, even this situation gives 

me motivations to maintain the innovativeness of my products and 

improve the efficiency of my production activity. I believe my 

price is still reasonable for the retailers and besides, they come to 

my workshop due to my product quality.” (Interview with Mr. 

Samidi, 10/09/2007) 

 

In addition, because market linkages exist among firms in the clusters, 

there is an exchange of information among firms, especially those located on 

the vertical dimension, creating similar perceptions as well as standards 

regarding the process and required level of quality. In Kotagede and Kasongan, 

many of the enterprises interviewed agreed that market linkages among them 

have dynamic effects, generating an effect on attitudes and motivations, which 

may induce economic actors to introduce innovations in process, products, or 

forms of organization and contributes to the growth of the system. 

In Kasongan and Kotagede, many small and medium-sized firms’ 

design, quality of components, and service are improved. The qualitative data 

show that most of the firms stated that they do not depend on or suffer from the 

still very unstable flow of work from the producers. In recent times, they have 

been able to choose among the retailers who offer a reasonable buying price and 

on-time payment, due to their high quality product and service standards. 

According to them, this stability permits possibilities for the development of a 

well-organized and efficient system of process-specialized enterprises. 

For example, a medium-sized retailer in Kotagede has enjoyed an 

increasing net profit for the past five years because he maintains high product 

requirements with his subcontractors: 

 

“I do not have my own workshop so every product that I sell in my 

shop is from my subcontractors. I have five subcontractors. But 

you can see I do not have poor quality of products here. I just sell 

very good quality accessories. Do you know what my strategy is? I 

usually come to my subcontractors’ workshops and discuss with 

them my product standard. I can see the way they perform a 

production process that results in good quality accessories. They 

know I will reject the poor ones. All of my subcontractors do not 

mind about that since I pay them more compared with what the 

other retailers and I always pay them in time. But you know I will 

not suffer a loss when I pay them a reasonable price since I also 

obtain a higher margin.” (Interview with Mr. Purwanto, 

10/01/2008) 
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Conversely, in Manding, the leather handicraft cluster, the degrees of 

specialization and local interfirm relationships are limited primarily because of 

the small size of the market and low competitive pressures. This cluster is 

composed of 25 firms and some micro subcontractors. As a result, many 

retailers get the products from outside manufacturers. However, potential for 

learning through spillovers/benchmarking exists because few manufacturers 

have a connection with world-class wholesalers outside the cluster and some 

local subcontractors work with the manufacturers to meet the wholesalers’ 

demand. For example, Mr. Sardjimin, the owner of a medium-sized firm in 

Manding, said: 

 

 “I have been supplying my products to two big wholesalers outside 

this cluster. They are exporters for some Indonesian handicrafts. Of 

course, I do not work alone at my workshop, I ask some local 

subcontractors to do some parts of the production process of my 

products. They just follow the way I produce since I give them a 

sample of my product. Since these products will serve as export 

products they need to have a high quality standard. I will reject the 

products delivered from my subcontractors if they fail to produce a 

high quality work. The subcontractors who give me poor ones 

three times, I exclude them as my subcontracting partners. They 

are my neighbors and I realize they still survive with their 

subcontracting works, but they should know: business is business. 

But, I am quite satisfied with their works.” (Interview with Mr. 

Sardjimin, 27/09/2007) 

 

Accordingly, market ties that lead to information exchange between 

parties may permit the survival of inefficient medium and small firms. Most of 

them have superficial market knowledge, and they base their competitive edge 

on their ability to make products and take advantage of low entry barriers.  

Economic factors that influence subcontracting and trading 

relationships in a cluster also motivate medium and small firms to improve their 

capabilities. Regarding trading and subcontracting relationships in a cluster, to 

fulfill their partner’s demand and requirement, discussions between both parties 

take place. Traders will not allow their subcontractors to deliver poor quality of 

product because their margin depends on the quality of product they sell. In this 

situation, the learning process of knowledge transfer and accumulation between 

both may allow firms to be productive because they get access to information 

that otherwise they could not afford. 

Moreover, manufacturing firms can easily subcontract some phases of 

the production process to highly specialized firms and can exploit the different 

economies of scale that characterize the phases of the production process. The 
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small manufacturing firms can supply a diversified, high-quality product in a 

significantly short time to market (time delivery). The links between producers 

and process-specialized firms are characterized by arm’s-length ties defining the 

payment conditions and the fact that  partners can choose another firm if they 

are not satisfied with the quality or service. 

In line with the preceding analysis, a small manufacturer in Kasongan 

indicated the following: 

 

“I am indeed still small but I always supply good quality of 

products at the required level and deliver them in time to the 

retailers who ordered the products. I have been doing such an 

activity for ten years, but I never get complaints from the retailers 

regarding a design and quality of my products. So far, I know they 

are very satisfied with my products. If I want I could expand my 

production activity but I believe small is better than being bigger, 

especially to control the standard of production process in resulting 

high quality products.” (Interview with Mr. Mardiyanto /Mir, 

02/07/2008) 

 

Furthermore, participating parties can adopt a new strategy aiming at 

selling a high-quality product. The qualitative interview data show that many of 

the small firms needed a more active commercial strategy to be successful in an 

increasingly competitive market in the clusters. However, many of the small 

ones realize that they do not have enough marketing and commercialization 

skills to compete in the market on their own. Naturally, they realize that other 

neighbor firms can make the same product at a lower price. It is risky to depend 

on only a few loyal customers. 

In the three clusters, some small firms were unable to develop an 

independent product and marketing strategy, so they decided to become 

subcontractors for other enterprises and closed down their shop. Therefore, they 

tried to build up a linkage with the local medium retailers in which both parties 

have self-interest in collaborating. One micro subcontractor in Manding decided 

to do subcontracting works after closing his own shop: 

 

“Five years ago, I still sold my products at my own shop. As not 

many people came and bought my products, I closed it and decided 

to work as a subcontractor and just supplied my products to some 

local retailers in this cluster. It was not easy to convince the 

retailers as well as medium manufacturers to accept my product or 

ask me to do some parts of their production process. It took one 

year to have my investment return since I bought new equipment to 

improve the quality of my leather handicraft. I decided to have a 

specialization in producing leather handbags, nothing else. Before, 



92 | Chapter 5. Socioeconomic Structures of the Indonesian Clusters 

 

I also produced some leather accessories. At last, after showing 

them high quality products, they asked me to supply some bags and 

to work some parts of their production activity. I also tried to 

deliver my work as quick as possible but still maintain the quality 

standard.” (Interview with Mr. Yono, 12/12/2007) 

 

The preceding qualitative evidence indicates that market linkages 

among firms prevail. In these kinds of linkages, firms take into account 

economic factors like price, quality, service, and time delivery when dealing 

with others. Competition among firms at the same stages of production activity 

influences the way firms improve the performance and achieve the development 

of a cluster itself. 

5.5 Social Embeddedness in Three Studied Indonesian Clusters 

In order to explore the existence of trust and reciprocal relationships in 

the clusters, the respondents were asked to confirm the existence of 

interpersonal and interorganizational trust in their relationships and reciprocal 

relationships in the clusters. As explained in chapter 3, I define interpersonal 

trust as that which occurs in personal relationships when someone trusts that the 

other will not lie but instead will generally do what he or she promised, while 

there are three kinds of interorganizational trust in this study: expectations (the 

1
st
 kind), the other party’s capability (the 2

nd
 kind), and the other’s party proof 

(the 3
rd

 kind).  

According to the survey, a majority of respondents affirmed that trust is 

important in their relationships within the clusters (Table 5.22). In the three 

clusters, trust based on partners’ capability is the most common  (85.9 percents 

of total respondents in Kasongan, 81.4 percents in Kotagede and 95.7 percents 

in Manding trusted the partners due to partners’ capability in production 

activities), while the second one is interpersonal trust (94.1 percents of total 

respondents in Kasongan, 79.4 percents in Kotagede and 65.2 percents in 

Manding trusted the partners due to their close-relationships in their personal 

life). Thus, the respondents trusted the partners more due to their capability and 

their close relationships in their personal life than due to the expectations on 

partners’ behavior in the future or their reputation in the past. 
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Table 5.22. The Existence of Trust (n = 210) 
 The Kasongan 

Cluster 

(n=85) 

The Kotagede 

Cluster 

(n=102) 

The Manding 

Cluster 

(n=23) 

Interpersonal trust 94.1% 79.4% 65.2% 

Interorganizational trust: 

Expectations 80% 76.4% 52.2% 

The other party’s capability 85.9% 81.4% 95.7% 

The other’s party proof  

(reputation) 

62.4% 59.8% 78.3% 

 

Thus, in the clusters, most respondents are noticing that trust is an 

essential asset. Trust embodies the accumulated experience between participants 

in the cluster and helps in situations in which vulnerability increases. Trust does 

not only prevail in their personal life, in which they trust their neighbor firms as 

their friends, but it also exists when they trust neighbors as business partners on 

the basis of their expectations, capability and partner proof. 

Like the existence of trust, most of them encountered reciprocal 

relationships in their bilateral relationships with local firms in the clusters. Only 

16% of total respondents in Kasongan did not indicate that there are reciprocal 

relationships between them and their local partners, 21% in Kotagede and 17% 

in Manding. As explained in chapter 3, in this study, I define a relationship as a 

reciprocal relationship if as much support is received as is given.  

 
Table 5.23. The Existence of Reciprocal Relationships Between Firms (n = 210) 
Between you and your 

partners in the cluster, is there 

reciprocal relationship? 

The Kasongan 

Cluster 

(n=85) 

The Kotagede 

Cluster 

(n=102) 

The Manding 

Cluster 

(n=23) 

Yes 84% 69% 83% 

No 16% 21% 17% 

 

Reciprocal relationships occur when individual firms do not give more 

support than they receive or they do not receive more support than they give. 

Unlike in market linkages, reciprocal relationships as parts of  social 

embeddedness are not explicit and in an unspecified manner at some 

unspecified time. Thus, reciprocal relationships can be measured as supportive 

actions directed from one firm to another firm maintaining bilateral 

relationships. When two parties are in reciprocal relationships, there is an 

incentive to acquire a reputation for keeping promises and performing actions 

with short-term costs but long-term net benefits.  

In fact, the collective action among medium–large firms is mediated 

through the local business organizations, either formally or informally. Through 

local business associations or other informal business groups such as credit 

rotating saving groups in the two clusters or their own subclusters, it became 
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clear that medium–large firms are more socially embedded than in bilateral 

relationships. Thus, the local business organizations are effective in inducing 

collective actions among firms in the clusters including medium-large firms.  

Nevertheless, not all members of the cluster joined the associations at 

either cluster or subcluster level. In-depth interviews with some local 

entrepreneurs in the three clusters show that some firms stopped their 

membership or did not join any local business association because they believed 

that they did not get any benefits from it or they had a conflict with the 

association’s management. (See Chapter 7 for a discussion of the role of local 

business organizations in the clusters.)  

Using questionnaire survey data, Table 5.24 shows the number of 

respondents who joined the local business associations at the cluster and 

subcluster level. In Kasongan, 45% of all respondents joined the business 

associations (e.g., Satya Bawana). In Kotagede, less than half of the total 

number of Kotagede respondents joined a local business association at the 

cluster (KP3Y) and subcluster level (Sari Tulang Aji in Basen, Semar in 

Semoyan). The community of the Manding cluster is smaller than the Kasongan 

and Kotagede cluster, totaling about 25 artisans/traders. Almost all of them 

(91% of the Manding respondents) joined the business association (Karya 

Sejahtera). 

 

Table 5.24. Respondents Who Joined Local Business Associations (formal)  

in the Clusters (n = 210) 
Business Organizations(s) The Kasongan 

cluster 

(n=85) 

The Kotagede 

cluster 

(n=102) 

The Manding 

cluster 

(n=23) 

Business 

associations/cooperatives 

53% 35% 91% 

 

Trust is expected to exist among members of local business associations. 

According to the survey, the respondents who became members of local 

business associations make up more than half of the proportion of the total 

percentage of firm that acknowledged the existence of trust in their relationships 

(table 5.25). Thus, members of the associations at the cluster level also affirmed 

that trust including interpersonal and interorganizational trust is important in 

their relationships.  
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Table 5.25. The Existence of Trust for Members of Local Business Associations 

(formal) (n = 102) 
 The Kasongan 

Cluster 

(n=45) 

The Kotagede 

Cluster 

(n=36) 

The Manding 

Cluster 

(n=21) 

Interpersonal trust 95% 81% 59% 

Interorganizational trust: 

Expectations 80% 92% 55% 

The other party’s capability 75% 81% 91% 

The other’s party proof   51% 64% 73% 

 

Reciprocal relationships at the cluster business organization level 

indicate whether the firm’s received support from the cluster is in balance with 

the firm’s support given to the cluster. The members of local organizations 

receive benefits from their collective actions if those actions solve common 

business problems. Intensive interactions in local organizations should increase 

the internal harmonization of conflicts and produce an array of norms and social 

processes that help preserve interfirm relationships. This situation creates an 

effective local business environment that enables firms to pursue better 

performance. Table 5.26 shows the subjective perceptions of the respondents of 

the existence of reciprocal relationships in the cluster business organizations 

(formal: business associations; informal: rotating credit savings and other 

informal social groups). In Manding, most of respondents acknowledged the 

existence of reciprocal relationships in their connections in the cluster business 

organizations, while 59% in Kasongan and 72% in Kotagede. 

 
Table 5.26. The Existence of Reciprocal Relationships in the Cluster Business 

Organizations (formal and informal) (n = 210) 
Among you and your 

partners in the cluster 

business organizations, is 

there reciprocal relationship? 

The Kasongan 

Cluster 

(n=85) 

The Kotagede 

Cluster 

(n=102) 

The Manding 

Cluster 

(n=23) 

Yes 59% 72% 86% 

No 41% 28% 14% 

 

Without trust and reciprocal relationships, firms have uncertainty about 

the reliability of a partner or supplier if they cannot inspect the good on the spot, 

pay cash, and walk away with it. This is categorized as a non-long-lasting 

transaction. It is not a typical relationship in a cluster because participating 

firms usually maintain a stable relationship with local partners. In this situation, 

participating firms must be able to rely on existing social governance 

mechanisms and/or conceive or implement and manage the appropriate market-

based mechanisms. Participating firms must be able to anticipate any 

opportunistic threat. Social embeddedness reduces the fear for such behavior 
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and enables the realization of mutual trust and reciprocal relationships between 

exchange partners. 

A small trader from the silver handicraft Kotagede cluster, Mr. Dhohir, 

asserted the following: 

 

 “Ten years ago, you could not find many showrooms along this 

street [Kemasan street, the main street of the Kotagede cluster], but 

since five years ago, there have been many showrooms and many 

of the owners are newcomers. As a result, it is not as easy as before 

to realize collaboration between traders here. I have to know him 

well first and at least my existing partners have to know him and 

have cooperated with him. If it has been proved that he is a good 

man and never cheats his partners, then I am willing to cooperate 

with him. ” (Interview 15/07/2008) 

 

This is in line with what a small manufacturer in the ceramic handicraft 

Kasongan cluster, Mr. Basuki, explained: 

 

“I have five retailers that order my products. They ask me to 

produce the same kind of products with different designs. We often 

sit together to discuss a new design for our new products. Each of 

them has a specific preference. There is only an informal 

agreement between us which indicates that I am not allowed to 

give their new designs to other retailers. So, actually, if I want, it is 

not difficult to cheat on the agreement by giving other retailers the 

products with their design. It is not a formal contract and I might 

get more profit from it. The more retailers buy our products, the 

higher profit that I will get. However, I never do that. I have been 

cooperating with them for five years. We trust each other. I value 

very much that partnership. It is more worth than money. You 

know why? It is because this business is my life. I wish to have 

stable business activities for the rest of my life. They are very nice 

and cooperative retailers. We have developed our products together 

since we started cooperating. Since the beginning, I have never had 

a loss due to them.” (Interview 08/06/2008) 

 

Social embeddedness in a cluster enables firms to have identical 

resources including self-confidence, norms such as reciprocal relationships and 

values, and shared visions among the parties. By sharing values and interest, 

participating firms develop strong bonds, a high level of trust and reciprocal 

relationships. Information and knowledge sharing and identity resources enable 

cluster members to combine their skills and knowledge (human capital) with the 

knowledge and skills of others to attain better firm performance. Relational 
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embeddedness affects information flows and governance arrangements through 

related social relations. A small subcontractor in the leather Manding cluster, 

Mr. Heri, emphasized: 

 

“After working twenty years as subcontractor, I really had no idea 

how to improve my subcontracting works two years ago. I just had 

very old production equipment and it was very traditional. 

Fortunately, my neighbor introduced new equipment to me, and he 

allowed me to utilize that equipment in his workshop. The 

equipment was part of the central government program. The central 

government gave three kinds of equipment to our cluster and 

provided some training for some of us. But I did not know about 

this until my neighbor told me. He taught me how to use the new 

equipment in order to manufacture [a] variety of leather handicraft 

products. Now, I am able to utilize that equipment and diversify 

my stage of production.” (Interview, 18/06/2008) 

 

Moreover, vertically related firms must coordinate their activities by 

exchanging information about the precise technical characteristics of the 

products to be exchanged and the changes in such products as they undergo 

improvement and technical innovation. Local subcontracting relationships that 

are developed by trust affect the willingness of the local manufacturers to 

cooperate with local subcontractors. When the parties trust each other, it lowers 

the costs of information, process requirements, and other variables that 

determine the innovation process of their high-quality products. Moreover, 

when manufacturers trust their traders, it enhances their ability to adapt to the 

behavior of their traders more adequately. In addition, trust among them 

influences the ease of sharing information and knowledge to improve the 

efficiency of the economic activity of firms.  

In the three clusters, most people made voluntary contributions to 

collective actions, as long as they were assured that others were prepared to do 

the same. This strengthens the entire social tie and enables the cluster 

community to develop mutual actions. This capacity also enables cluster 

members to deal with internal and external problems or changes. Thus, it might 

be expected that participating firms enjoy the advantage of cooperating with a 

cluster and believe they receive support from the cluster as much as they give 

back to it. A lack of balance, whether it involves more giving or more receiving 

of support, is associated with relatively low levels of well-being of cluster 

participants. In such a situation, a lower reciprocal relationships level prevails. 

As long as participants support the development of a cluster by pursuing a 

superior performance, clusters support firm performance. 

Most members of the clusters interviewed stated that the cluster 

supports their business activity in terms of labor availability, labor cost, access 
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to information technology, and access to product and market information. Being 

located in a cluster, most firms realize that they do not have to spend money to 

advertise their products because the clusters have been already nationally well-

known as the trading place for certain handicraft products. When visitors from 

outside Yogyakarta come to Yogya, they most likely visit the clusters. The three 

clusters are well-known for their products: the Kotagede cluster for its silver 

handicraft, Kasongan for its ceramic handicraft products, and Manding for its 

leather products. A small trader from Manding, Mrs. Isnaeni asserted this in the 

following: 

 

“My business in Manding throws indeed ups and downs. 

Sometimes, I only gain very little profit. However, I never consider 

moving to another trading area. I live here and believe this 

Manding is still very popular as a leather product cluster. During 

the school vacation, there are many tourists who come to visit us, 

and of course, the income that I earn during the vacation [is] higher 

three times a year and can offset my loss at other times. As 

Manding people, I try to maintain the Manding cluster reputation 

for providing the best products and service for outsider, so they 

will be coming back to Manding again if they need a good quality 

of leather handicraft products.” (Interview, 10/09/2007) 

 

Thus, social embeddedness prevails in the three studied clusters and 

affects interfirm relationships including trading and subcontracting relationships 

and among firms at the same lines of productions. In these cases, the 

embeddedness depends not on location but the willingness of cluster 

community members to share values, norms, information, knowledge, and 

common problems for the sake of cluster welfare.   

5.6 Unwanted actions/Behavior in Interfirm Relations: Opportunism, 

Free-Riding Problems, and Inward-Looking Behavior  

The interviews described next show the relational dimension of social 

embeddedness existing in the three Indonesian clusters, mainly among micro–

small firms, including opportunism, free-riding problems and the risk of being 

isolated from outside challenges. Although social embeddedness exists in the 

clusters, most of the participating firms realize that there are some firms in the 

cluster that take advantage of other firms for their own self-interest and benefit. 

They behave opportunistically in their relationships, and in turn, such behavior 

could be destructive for both partners (see Table 5.27). From the total of firm 

respondents in the three clusters, most of them encountered this behavior in 

their local business (75% in Kasongan, 72% in Kotagede and 74% in Manding). 

Some of those interviewed realized that they could not do anything for such 

partners except stop having transactions with them. 
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Table 5.27. The Existence of Opportunism (n = 210) 
Is there any firm in the cluster 

that behaves opportunistically 

(takes advantage of you and 

makes you suffer?  

The Kasongan 

Cluster (n=85) 

The Kotagede 

Cluster(n=102) 

The Manding 

Cluster (n=23) 

Yes 75% 72% 74% 

No 25% 28% 26% 

 

A medium-sized trader respondent who does not own a workshop in 

Kotagede elaborated that his business partners behave opportunistically: 

 

“Some of my neighbor subcontracting firms behaved 

opportunistically to me. I ordered them some silver accessories and 

the designs of the products are from me. One month after they 

delivered the products, I knew that they also delivered the products 

to other traders with the same designs. I was indeed disappointed 

but I could not do anything to them because I did not have property 

right of the products. The things that I did were I did not order the 

products to them again and asked other subcontractors to produce 

the products which are better quality and designs.” (Interview with 

Mr. Wahyudin, 09/10/2007) 

 
In fact, opportunistic behavior will affect a firm’s reputation because 

information on a firm’s opportunistic behavior easily spreads to the other firms 

in a cluster. A firm that breaks the norm in a specific relationship with another 

firm in the cluster puts not only that single relationship at stake but the whole 

bundle of relationships with all firms in the cluster. In geographically rooted 

clusters, firms cannot simply collaborate with others when their reputation in 

the cluster has faltered. 

In addition, most of them recognize that there are some firms in the 

cluster that imitate others’ designs without contributing anything to the product 

development process itself. These are the free-riders in the clusters, because 

they usually tend to exploit resources created by innovative firms. They imitate 

successful products at lower costs and lower quality. In the clusters, 

competition among the firms in the various stages of production ensures that 
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there will always be some people willing to try to manufacture a new product or 

to use a new technique. In case of success, there will always be others ready to 

imitate them. Table 5.28 indicates that free-riding behavior cannot be prevented. 

In the clusters, most respondents find free-riding problems in their own clusters 

(82% in Kasongan, 76% in Kotagede, and 83% in Manding). 

 

Table 5.28. The Existence of Free-Riding Problems (n = 210) 
Is there any firm in the cluster 

that imitates your product 

design without contributing 

anything at the product 

development process? (free 

riding behavior) 

The Kasongan 

Cluster (n=85) 

The Kotagede 

Cluster(n=102) 

The Manding 

Cluster (n=23) 

Yes 82% 76% 83% 

No 18% 24% 17% 

 
However, there are many obstacles to innovation in a small–medium-

sized firm cluster, like the lack of financial resources and weakness in external 

information and linkages. Due to such obstacles, in a cluster, interfirm 

relationships provide possibilities for firms to imitate what other firms have 

created or designed and improve their production process or the quality of their 

products. Accordingly, an imitation is a rational alternative to innovation when 

the risks and development costs of pioneering are high. In this context, a new 

product that is developed by imitating an idea of other’s firm products with 

some modifications is still defined as product innovation. 

Although most cluster members have had a bad experience involving 

the cooperation with other firms, they still trust each other due to the long 

relationship and are not willing to dissolve the cooperation. In some cases, 

when they do not trust their neighboring firms, they choose not to cooperate 

with them but avoid having a conflict with them. They decide to maintain the 

social relationship with those kinds of partners but not a business relationship. 

Furthermore, I noticed that inward-looking behavior exists in the three 

clusters. There are some firms in the clusters that have no links to outside 

institutions that can potentially contribute innovative ideas. Table 5.29 indicates 

that many firms have inward-looking behavior. In Manding, most respondents 

have no contact at all with a training or research centers that are provided by the 

local government (68%) and by the non-governmental institutions (75%), while 

52% and 55% in Kasongan and 58% and 59% in Kotagede for each institution. 
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Table 5.29. The Existence of Inward-Looking Behavior (n = 210) 
 The Kasongan 

Cluster (n=85) 

The Kotagede 

Cluster(n=102) 

The Manding 

Cluster (n=23) 

Do you have any contact with 

government institutions (e.g. 

research and training centre) 

outside the cluster? 

   

Yes 48% 42% 32% 

No 52% 58% 68% 

Do you have any contact with 

non-governmental institutions 

(e.g. research and training 

centre) outside the cluster 

   

Yes 45% 41% 25% 

No 55% 59% 75% 

 

Inward-looking behavior may prevail in the clusters because local firms 

can exploit the advantages of external economies and joint actions within the 

clusters. Knowledge spillovers between local people as well as collective 

actions through local business associations may contribute profoundly to the 

success of interactive learning process. The need to do product and process 

innovation can be fulfilled through the interactive processes that take place 

within the clusters.  

A small subcontractor from Kotagede, Mr. Samidi, who has a small 

workshop employing five young men, indicated that he had been working in 

subcontracting works of some large and medium-sized manufacturers in 

Kotagede for years. He got the skills when he worked as an artisan in one big 

manufacturer in the same area. Information about new equipment as well as 

new ways of production activity was available within the cluster because he 

often had talks with his neighbors and retailers about production issues. Some 

of his retailers often come to his workshop to discuss the development of new 

products or new designs: 

 

“I have no idea at all about the center of technology and research 

here. Some of my friends told me that the local government 

provides the technology center but I haven’t been there. I got the 

innovative ideas by having discussions with my workers, neighbors, 

and my retailers. So far, it works.” (Interview 15/09/2007). 

 
Thus, there are many reasons why unwanted actions like free-riding, 

opportunistic, and inward-looking behavior may prevail in the clusters. 

Opportunistic behavior is most likely to happen in market linkages, whereas 

free-riding and inward-looking behavior occur when social ties between local 

people are more embedded. These actions influence the way local people 
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interact with each other and, in turn, make interfirm relationships within the 

clusters more dynamic but also sometimes problematic. 

5.7 The Simultaneity of Competition and Social Embeddedness in 

Clusters 

The previous subsections show that many small firms have effects on 

the economic relationships among people living and doing business in the 

clusters. In addition, the sections stress the relevance of social embeddedness 

among local people and the influence of multiple linkages in the clusters. That 

local firms belong to an embedded environment is one important aspect of 

clusters, and market relations have an effect on the business life of the cluster 

community. 

When both aspects occur at the same time, market links in the clusters 

are combined with a local custom of social embeddedness among local people 

in the clusters. Market relationships can be organized in the clusters where 

conditions favor the development of a spirit of embedded ties among local firms. 

Mr. Jamal, a small trader in the Kotagede silver handicraft cluster, asserted this 

situation: 

 

“I realize that we compete with each other in this cluster, but we 

are still brothers and sisters. We live together and do a business in 

one area. Without competition between us, I cannot pursue myself 

to improve efficiency of my production activity. Without mutual 

trust among us, I could not utilize collective resources that we have 

in this cluster, such as an abundance of skilled artisans and a well-

known trading area of this cluster. As a result, I doubt whether I 

shall ever move to another area where I might obtain more than I 

gain in this cluster.” (Interview with Mr. Jamal, 31/08/2007) 

 

The three Indonesian clusters studied consist of many specialized firms 

that offer intermediate products and services. One or more stages of the 

production activities from those firms intertwine with one another. In this 

situation, market linkages stimulate them to deliver better products and services. 

Moreover, it leads local firms to take action to improve their productivity. 

These functions and market relations are strengthened by the existence 

of mutual trust and reciprocal relationships among local firms in the clusters. In 

trading relationships, market links force manufacturing firms to consider some 

rational factors, such as reasonable buying price, on-time payment, and regular 

orders from traders in selecting trading partners. These factors are indeed 

dynamic in that they motivate both parties to offer better results. However, the 

firms still must have stable relationships with their trading partners. Mutual 

trust between manufacturers and traders enables them to create long-term 

trading relationships while discarding some factors in the relationships that 



Socioeconomic Structures and Actors in Indonesian Industrial Clusters  | 103 

 

might be less convincing economically speaking. Mr. Basuki, a small 

manufacturer in the Kasongan ceramic handicraft cluster, said: 

 

“I have been cooperating with some local retailers for many years. 

Recently, there arrived several new retailers in this cluster. They 

live outside the cluster but have a showroom here. They came to 

my workshop and bought my products at a good price. Twice I 

delivered some of my products to them; they paid me in time with 

a good price. However, it is not easy to decide whether I would 

like to have long-term cooperation with them or not since I have 

just known them for one year. Someday, I have to decide whether 

it is better to continue the relationships with them or not. Although 

they are correct in payment and service, I still intend to see 

whether this year they are trustworthy or not.” (Interview with Mr. 

Basuki, 10/07/2008) 

 

Most interactions in a cluster contain elements of uncertainty; in those 

cases, there must be some kind of trust to compensate for this. In the clusters, 

several small firms have a problem regarding input procurement. In addition, 

the fluctuation of input price is unpredictable in the clusters because the price is 

influenced by international markets. Therefore, more often than not, small 

subcontracting firms are unable to fulfill manufacturers’ or retailers’ product 

orders. It is not good to buy at the peak season period, because retailers should 

provide as many products as they can, so that whenever tourists come to their 

showrooms, there will be a large variety of products available to them. To 

prevent such problems, most retailers decide to buy inputs at a large scale by 

joint-purchasing with other retailers. They provide their subcontractors with the 

necessary inputs as long as the subcontractors can deliver the products at the 

required level of quality and services in due time. 

To do so, there must be some element of trust combined with 

rational/market relations: Trust is needed to mediate uncertainty of product 

deliveries from subcontractors due to input availability, and rational/market 

relations are necessary to fulfill market demand for high product quality. Thus, 

embeddedness encourages firms to increase reciprocal investments and engage 

in repeated transactions, which decrease uncertain future states; in contrast, 

arm’s-length ties push firms to maintain their core competencies (Uzzi, 1997). 

Mr. R.M. Mulyo Wiryono, a respondent from a medium-sized retailer from 

Kotagede, experienced this tension for ten years: 

 

“Ten years ago, I did know it was not easy to buy inputs on the 

spot when we needed them. The problem was that the price of 

silver went up significantly since the government opened a 

domestic market for imported silver. Some of my subcontractors, 
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then, had a problem with input procurement. The impact was really 

bad for us; they couldn’t deliver the products in time. That was 

why I, together with some local neighbor retailers, decided to buy 

silver collectively and give the input to the subcontractors. At that 

time, we established an informal group that consisted of six local 

retailers. We had already known each other for a long time, so it 

was not difficult to create a kind of informal agreement regarding 

joint-purchasing in input. I was also more careful to choose 

subcontractors with whom I was willing cooperate. Of course, trust 

is number one, but quality and service from them is also very 

important.” (Interview, 15/12/2007) 

 

Clusters demonstrate an intense competition among firms. As discussed 

in the previous chapter, such a competitive struggle may encourage firms to 

behave opportunistically toward others (Griesinger, 1990; Williamson, 1985). 

However, some respondents interviewed asserted that competition among them 

is accompanied by the custom of cooperation, which prevents them from 

following their instinct to behave opportunistically. Certainly, in a cluster, 

people from participating firms live, work, and absorb rules of social behavior 

that are contrary to stressed self-interest: 

 

“If I didn’t care about my social life here, I could break my 

informal agreement with my retailers by not using all of the inputs 

they deliver to me to produce my products. I could use some of 

them for my own interest. They will not know actually how many 

kilos of silver I do need, and I just could ask them for more inputs. 

But I never do that and I will never do so. I believe someday 

finally they will know I cheat them. In my cluster, I believe if 

somebody does not trust you anymore due to opportunistic 

behavior, the whole community of this cluster will not trust you 

anymore. You will no longer have a good reputation in social 

community in this cluster or in your business life.” (Interview with 

Mr. Yono, a small subcontractor in Manding, 21/10/2007) 

 

Compared with Kotagede and Kasongan, social life in Manding is more 

embedded. Manding is smaller than the other two cluster places and is located 

in a rural area. There are social and religious group services where Manding 

people often congregate. As discussed in Chapters 2 and 3, socially embedded 

relationships give participating firms access to resources, but they also restrict 

their actions outside their local network (Portes and Sensenbrenner, 1993). In 

Manding, the chairman of a local artisans’ association, Mr. Sardjimin, had a 

problem convincing his members to be open with information from outside the 

clusters in an attempt to create a network with external institutions: 
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“I was born here. I strongly feel the embeddedness between people 

in Manding. As a result, it is not difficult to talk with and ask local 

people to have some joint actions in our business matters. However, 

one thing is still problematic. They are narrow-minded when it 

comes to consider any information from outside institutions, 

information or help from the local government. Last year, the local 

government granted us ten new production machineries. You know 

what happened? Only a few people were willing to use the 

machines, although the machines were very useful to improve the 

quality of works and products. As a result, I had to coordinate 

people here for utilizing the machines. Moreover, because I was a 

medium manufacturer and at that time there were a lot of product 

orders from my trading partners, I instructed my subcontractors to 

utilize the new machineries to manufacture a better quality of 

products for me; otherwise, I would not subcontract part of my 

production activities to them. I also try to build good relationships 

with some training and technology centers outside, so the members 

of this association do not need to create such a network 

individually.” (Interview, 20/01/2008) 

 

Mr. Sardjimin’s experience indicates that inward-looking behavior—

one of the negative effects of social embeddedness—can be prevented by 

showing participating firms the relevance of the requirement of high-quality 

products. Moreover, firms may be willing to change their behavior and become 

more open-minded to external institutions when one of them is willing to share 

information and knowledge. 

Free-riding is another negative effect of social embeddedness. Some 

interviewees asserted that these problems occur when some people in the 

clusters imitate the product design from other firms or any forms of actions that 

take the properties or belongings of other parties without contributing anything 

to the development of products. Over-embedded ties discourage people from 

warning others about unwanted behavior, thus allowing free-riders to repeat this 

behavior. 

Therefore, market and social ties are simultaneous in the clusters and 

influence the way local agents improve the performance of their firms. The 

simultaneity may help local people to solve problems that result from unwanted 

actions. For example, free-riding problems happen due to over-embeddedness 

among local people, but competition among them can stimulate participating 

firms to make a specific design, so it is not easy for other firms to imitate them 

as free-riders. Otherwise, their customers would recognize that there are no 

differences in the products that are sold in the clusters. 
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5.8 Conclusion 

In this chapter, the qualitative interviews as well as the results of the 

questionnaire show that the elements of the socioeconomic structure of the three 

studied clusters are quite similar. The same applies for the results of the 

performance indicators. The average scores and the spread for most of the 

variables are indicating that comparable processes are taking place in the three 

clusters. 

Specifically, this chapter indicates that socio-economic factors play an 

important role in firm connections. Competition among local people is socially 

embedded and supported by interorganizational and interpersonal trust and 

reciprocal relationships between and among firms. The structures of the studied 

industrial clusters are based on a strong sense of common social identity and 

economic relations among local people. Social embeddedness accompanied by 

competition can lead clustered firms to strengthen ties to prevent unwanted 

actions and improve firms’ capabilities in achieving superior returns. 
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6. The Impact of Socioeconomic Structures of 

Clusters on Firm Performance 

“Of course, trust is number one, but quality of our products is  

also very important to pursue our business performance.” 

(Mr. R.M. Mulyo Wiryono, respondent from a medium-sized retailer  

in the Kotagede silver handicraft cluster) 

 

 

Chapter 5 discusses the existence of two kinds of relations in a cluster: 

competition and social embeddedness. The qualitative and quantitative evidence 

presented shows that in the studied Indonesian cluster structures, neither 

competition nor social embeddedness appears in its pure form. Rather, the 

simultaneity of competition and social embeddedness between firms determines 

socioeconomic structures of the clusters.  

This chapter addresses the following questions: What is the impact on 

the individual participating firm’s performance when competition and social 

embeddedness are combined within a cluster? Do those socioeconomic 

structures of a cluster significantly affect firm performance? The framework of 

this chapter refers to that elaborated in Chapter 3. As explained in Chapters 2 

and 3, in a cluster, firm performance cannot be reduced simply to a question of 

cost advantages. Rather, it involves the ability of firms to upgrade their 

knowledge base regarding manufacturing, innovation, and marketing 

capabilities through learning processes in the clusters. These processes originate 

from socioeconomic structures of interfirm relationships. 

In a cluster, firms can obtain benefits such as the development of 

general labor markets and pools of specialized skills, enhanced interaction 

between local suppliers and customers, shared infrastructure, and other 

localized externalities. Embeddedness among local people contributes to the 

success of interactive learning processes, which stimulate products and process 

innovation, new organization forms, and new business opportunities; 

competition stimulates firms to be more rational, efficient and effective in their 

production activities. In turn, this may imply better results in developing new 

products and production activity processes. Thus, a significant factor underlying 
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the economic success of a cluster lies in its ability to realize firm performance 

through multiple linkages among firms.  

To prove this argument, this study employs a quantitative method to 

analyze the relationships between firm performance and the socioeconomic 

structures of the clusters. This chapter investigates how the simultaneity of 

competitive and cooperative behavior of firms affects firm performance. For 

this purpose, we present detailed descriptions on measurements, hypothesis, and 

models to examine quantitatively the impact of the simultaneity of competition 

and social embeddedness on firm performance in section 6.1. Section 6.2 

presents results and contains a discussion of them. Section 6.3 draws conclusion. 

6.1 A Quantitative Analysis 

For this study, I analyzed data obtained from a questionnaire survey 

covering a sample of 210 local firms in the three studied clusters. The following 

subsections explain measurements, the hypothesis, and the model. 

6.1.1 Measurements 

Table 6.1 reports in detail the items and scales used to operationalize 

my theoretical constructs. The items reflect the perceptions of the participating 

firms in a cluster regarding firm performance as dependent variables and 

competition and social embeddedness variables as independent/explanatory 

variables. 

 

A. Dependent Variables: Firm Performance 

As explained in Chapter 5, in this study, firm performance is measured 

by adopting the subjective statement (perceptual measures) of respondents when 

they were asked to state their firms’ performance in terms of financial, 

manufacturing, marketing and innovation.  I measured new product 

development with a one-item scale. Adapted from Panayides (2006), the 

measure consists of the trend of the quality of the firm’s product over the past 

five years (product innovation). The items were measured on a three-point scale 

(1 = “increased,” 0 = “no change,” and –1 = “decreased”; see Appendix 1, 

question 8.1).  

The second indicator is manufacturing and marketing performance. 

Items measuring manufacturing and marketing performance refer to Rangone’s 

(1999) definition of which factors result in manufacturing and marketing 

performance. The items include the recent conditions of labor skills, 

specialization and marketing strategy (1 = “improved,” 0 = “no change,” and –

1 = “decreased”). These three items were summed into a composite scale for 
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measuring the performance of manufacturing and marketing management. 

Coefficient alpha for this index is .765
5
.  

Because no single indicator is uniformly cited in the literature as the 

optimal measure of financial performance, I included three: one measure of 

growth and two of profitability
6
 adapted from Begley and Boyd (1986). The 

growth measure was based on the trend of turnover for the past five years. One 

of the profit measures involved the net profit for the past year, and the second 

related to turnover for the past year. The items were measured on a three-point 

scale (1 = “increased,” 0 = “flat,” and –1 = “decreased”). These three indicators 

were summed into a composite scale to measure financial performance. 

Coefficient alpha for this index is .791. 

 

B. Independent variables 

In the models, the variables of competition include quality-based 

competition (X1) and price-based competition (X2); the variables of 

cooperation/social embeddedness consist of firm-level reciprocal relationships 

(X3), cluster-level reciprocal relationships (X4), interorganizational trust (X5), 

and interpersonal trust (X6); the variables of unwanted actions are opportunistic 

behavior (X7), inward looking behavior (X8 and free riding (X9). Some items 

were measured as dummy variables. 

In the literature, the variables of competition (quality- and price-based 

competition) and social embeddedness (trust and reciprocal relationships) are 

considered to have a more continuous nature. However, I decided not to use the 

five-point Likert response set in our questionnaire as these authors did; rather I 

used yes–no questions (see Chapter 4 for a detailed explanation)
7
 It implies that 

many variables are treated as dummies for the model of this study. 

Regarding the nature of competition in clusters, I adapted the measures 

from O’Farrell and Hitchens (1988). The respondents were asked to rank the 

importance of three aspects of competition: (1) lower price, (2) quality of 

products, and (3) speed of delivery in competing for customers (see question 9.3 

                                                      
5
 The coefficient alpha values exceeded the threshold value of .7 Nunnally (1978) recommends, 

suggesting for each of the constructs a reasonable degree of internal consistency between the 

corresponding indicators. 
6 It seems prudent to include multiple financial performance measures because small business 

owner/managers may direct their efforts toward varying goals (Begley and Byod, 1986). 
7
 In the pilot project, most respondents in the studied cluster had difficulty distinguishing among 

the five options (1 = “strongly disagree” to 5 = “strongly agree”). In  their culture, they are not 

used to expressing their thoughts or feelings in strong wording. Emphasizing “very” or “strongly” 

for something that they feel means they exaggerate—something the Javanese culture does not 

emphasize. In addition, as many firms’ respondents have only elementary school education, they 

do not have the ability to interpret a complex question with complicated answer options. As a 

result, I changed the format of the questions of the questionnaire into yes or no questions.  
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in Appendix 1). Tables 5.16–5.18 show the results.  Thus, two dummies, X1 and 

X2 are created to capture the differences: (1) X1= “the firm considers quality as 

the first rank of factors to face competition between peers” and 0 = “the firm 

does not consider quality as the first rank of factors to face competition between 

peers”; and (2)  X2 = ”the firm considers lower price as the first rank of factors 

to face competition between peers” and 0 = “the firm does not consider lower 

price as the first rank of factors to face competition between peers. The third 

option, speed of delivery, is reflected in the base model 

For interpersonal trust, I adapted a measure tested by Zaheer et al. 

(1998) and Wu et al. (2009). For this measure, I used a dummy variable (1 = 

“The firm respondent trusts business partners as friends within the cluster since 

they generally do not lie and do what they promise to her/him (partners are 

worthy of trust like friends” and 0 otherwise; question 10.14). Regarding 

interorganizational trust, I adapted the measures from some items that Zaheer et 

al. (1998) tested and validated. I eliminated items that did not apply to the 

research context. The items consist of perceptions of the respondents on three 

kinds of interorganizational trust in the cluster with yes–no questions (questions 

10.15–10.17). Then, I summed the three items into a composite scale for 

measuring interorganizational trust with max 3 (yes) and min 0 (null). The 

coefficient alpha for interorganizational measures is .756. 

I developed dummy variables for firm- and cluster level reciprocal 

relationships (1 = the existence of reciprocal relationships in bilateral 

relationships [firm-level reciprocal relationships, question 10.11] and 

relationships among firms in business organizations in a cluster [cluster-level 

reciprocal relationships, question 10.12] and 0 otherwise). The item measuring 

reciprocal relationships refers to Axelrod’s (1984) definition about reciprocal 

relationships that is a situation in which the same amount of support is received 

as given in an unspecified manner. 

I measured the items of unwanted actions (i.e., opportunism and free-

riding) as dummy variables. To develop a measure of opportunism, I adapted an 

item created and validated by Sako and Helper (1998): 1 = “If one firm has 

business partners in the cluster that take advantage from interfirm relationships 

for their self-interest but make others suffer, opportunistic behavior prevails’ 

and 0 = otherwise. Adapted from Rabelloti (1996), the free-riding item is as 

follows: 1 = “the respondent firm has business partners in the cluster that 

imitate other parties’ product design without contributing anything to product 

development process (free riding problems exist)” and 0 = otherwise (question 

10.18 for opportunism and 10.19 for free-riding). 

For inward-looking behavior, I created items similar to Grabher’s 

(1993) analysis. The items consist of two possible kinds of inward-looking 

behavior of local firms measured as a dummy variable (1 = “yes” and 0 = “no”). 

Subsequently, I combined these items and expressed them as a scale with max 2 
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(yes) and min 0 (no). The coefficient alpha for the measures of inward-looking 

behavior is .917. 

 

C. Control variables 

For this study, we used seven control variables: (1) the cluster’s 

classification (active or artisanal); (2) firm respondents’ classification: 

manufacturers; (3) firm respondents’ classification: retailer with no workshop; 

(4) membership in local business associations within the clusters; (5) total 

number of workers; (6) firm’s age; and (7) one-year investment These variables 

are indirect elements of the firm’s behavior and cluster development, which 

may have a role in firms’ performance. 

As Chapter 4 mentions, using Sandee and ter Wengel’s (2002) 

classifications, I categorized two clusters (Kotagede and Kasongan) as dynamic 

and one (Manding) as artisanal (not yet dynamic). Factors include labor division, 

market penetration, kinds of interfirm relationships, and the total number of 

participating firms within clusters. Active clusters are those with broader labor 

division, deeper market penetration and more active interfirm relationships, than 

artisanal clusters. Thus, we created one dummy variable to indicate the 

differences (1 = an active cluster and 0 = artisanal).  

To classify firm respondents, as explained in Chapters 1 and 4, I 

identified three kinds of firms: retailers (without workshop), retailers with their 

own workshops, and manufacturers. I used these models to identify the 

significance of the impacts of respondents’ classifications on firm performance. 

To see the differences of the impacts, I created two dummy variables: 

manufacturers and retailers (without workshops). According to Sandee (1995), 

in many clusters, the producers themselves play a crucial role in production as 

well as marketing in pursuing firm performance. Producers can be pioneers of 

innovation processes when they are able and willing to take risks, which are 

associated with innovation (Sandee, 1995). Weijland’s (1999) study indicates 

that significant joint actions for firm performance were often initiated by well-

to-do producers or traders in a cluster. 

I also controlled for total workers, firm’s age, and total investment. 

Firms that employ more workers, stay longer in clusters (markets), and invest 

more money tend to have better business results, basic resources, capabilities, 

and innovation capability. Begley and Boyd (1986) conclude that the number of 

workers is positively associated with firm performance, whereas firm age has a 

negative relationship. An increase in number of workers can affect firm 

performance positively because firms add workers in response to additional 

production activities: A large number of skilled labors and high levels of labor 

productivity can result in production efficiency and, in turn, improve firm 

performance (Huselid, 1995). 

As presented in chapter 5 (table 5.20), many respondents of this study 

are members of local business associations in the clusters since they get some 
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benefits from collective actions in the associations. Thus, it is very interesting to 

see the impact of association memberships on firm performance. Some previous 

studies have shown the influence of business associations in providing a range 

of key services to local firms within a cluster. From the Italian experience, Best 

(1990) emphasizes the importance of a wide range of collective services 

provided by associations such as the national confederation of artisans (CNA). 

Knorringa (1999) finds that there is a clear positive association between strong 

performance and use of the business association in the Agra shoe cluster (India). 

Firms with strong performance are much more likely to have used the 

association compared with firms with average or poor performance (Knorringa, 

1999). Similar results emerge from the Mexican shoe cluster of Guadalajara 

studied by Rabelotti (1999). Rabelotti (1999) concludes that cooperation 

through associations contributes significantly to the firm’s improvements in 

production, sales, profits and employment. Thus, these studies have indicated 

that cooperation through business associations is the significant factor 

association with firm performance. 

Next, how does firm performance vary with age? Firm performance 

tends to increase as firms grow older because reliability and accountability tend 

to increase with age (Henderson, 1999). Young firms are particularly likely to 

fail because they must divert scarce resources away from operations to train 

employees, develop internal routines, and establish credible exchange 

relationships (Henderson, 1999). Older organizations have an advantage over 

younger ones because it is easier to continue existing routines than to create 

new ones or borrow from existing firms (Nelson and Winter, 1982).  

Higher levels of investment may result in more effective firm 

performance because the money is allocated to buy more inputs or research and 

development spending. Buying more inputs enables firms to produce more 

products to fulfill market demands. Research and development spending leads 

firm to improve innovative activity to create new product designs. Decarolis 

and Deeds (1999) conclude that research and development spending is 

correlated positively with firm performance because the spending improves a 

firm’s ability to develop new products through greater flows of new scientific 

information into them. However, Huselid (1995) finds that capital intensity is 

associated negatively with short-run turnover, productivity, and gross rate of 

return on assets and thus recommends that capital investment should be 

assumed to produce gains for longer than a single year (Huselid, 1995). Table 

6.1 summarizes dependent and independent variables used in this study.  

 
Table 6.1. Measurements 

Measures and Items 

Dependent Variables 
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The performance of new product development (Y1): 

This item includes subjective perceptions of firm’s innovation capability 

regarding product innovation: the trend of the quality of the firm’s product over 

the past five years (product innovation); 1 = “increased,” 0 = “no change,” and 

–1 = “decreased subsequently. The answer was expressed as a scale with max 1 

and min –1.  

The performance of manufacturing and marketing (Y2): 

These items indicate the recent conditions of factors that influence 

manufacturing performance (labor skills and degree of specialization) and 

marketing performance (marketing strategy—e.g., advertising, network). 

The items were measured on a three-point scale, where 1 = “improved,” 0 = “no 

change in the firm,” and –1 = “decreased.” The three answers were combined 

and expressed as a scale with max 3 and min –3.  

Financial Performance (Y3): 

These items include subjective perceptions of the financial performance of the 

firm respondent: 

a. The trend of the firm’s turnover for the past five years 

b. The net profit for the past year  

c. The turnover for the past year 

 

The items were measured on a three-point scale, where 3 =“increased,” 2 = 

“flat,” and 1 = “decreased.” The three answers were summed and divided by 3 

into a composite scale with max 3 (yes), min 1 (no).  

Independent Variables 

Independent Variables for Competition: 

 

(1) Quality-based competition (X1) 

This item measures the importance of the product quality in the firm’s 

competitive strategy. The respondent indicated whether product quality was 

used as the most important factor to compete with rivals. The value is 1 if the 

firm respondent chooses quality as the highest rank/the most important factor 

and 0 if otherwise. 

 

(2) Price-based competition (X2) 

This item measures the importance of the lower price in the firm’s competitive 

strategy. The respondent indicated whether the lower price is the most 

important factor to compete with rivals. The value is 1 if the firm respondent 

chooses lower price as the highest rank/the most important factor and 0 if 

otherwise. 
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Independent Variables for Social Embeddedness: 

 

(3) Reciprocal relationships between firms (X3) 

This item measures the existence of reciprocal relationships between 

participating firms in the clusters and is measured as a dummy variable. The 

value is 1 if the firm respondent has reciprocal relationships in its bilateral 

relationships with other firms and 0 if otherwise. 

 

(4) Reciprocal relationships in the cluster business organizations (X4) 

This item measures the existence of reciprocal relationships among participating 

firms and the organization at the cluster or subcluster level. It is measured as a 

dummy variable: The value is 1 if the firm respondent has reciprocal 

relationships in their relationships among firms at the business organization at 

the cluster/sub cluster level and 0 if otherwise. 

 

(5) Interorganizational trust (X5) 

The items include the subjective perceptions of the existence of three kinds of 

interorganizational trust in the cluster: 

a. Does the firm respondent trust business partners within the cluster because 

they would keep mutual cooperation in the future (expectations)? 

b. Does the firm respondent trust business partners within the cluster because 

they can accomplish assignments or orders (capability)? 

c. Does the firm respondent trust business partners within the cluster because 

they can rely on them to keep promises with complete confidence on the 

basis of past experience (party proof)? 

 

The items are measured as a dummy variable indicating the relevance of each 

component (1 = yes; 0 = no). The three answers were combined and expressed 

as one scale with max 3 (yes) and min 0 (null).  

 

(6) Interpersonal trust (X6) 

The item was measured as a dummy variable, in which 1 =: “yes” when the firm 

respondent trusts friends within the cluster because they generally do what they 

promise to him or her and 0 = “no” when they will not. 

Unwanted Actions/Behavior Variables 
 

(7) Opportunism problems (X7)  

This item was measured as a dummy variable.  The value is 1 if the firm 

respondent finds associates in the cluster that take advantage from interfirm 

relationships for their self-interest and make other firms suffer and 0 if they do 

not find. 

 

(8) Inward-looking behavior (X8)  
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A dummy variable measures the relevance of each component in which 1 = 

“yes and 0 = “no.” The items include the subjective perceptions of the existence 

of inward- looking behavior in the cluster. The questions indicate two possible 

kinds of inward-looking behavior of local firms: 

1. Does the firm respondent have any contact with government institutions 

(e.g.research or training centers) outside the cluster? 

2. Does the firm respondent have any contact with nongovernment institutions 

(e.g. research or training centers) outside the cluster? 

 

The answers were combined and expressed as a scale with max 2 (yes) and min 

0 (no).  

 

(9) Free-riding problems (X9) 

This item was measured as a dummy variable.  The value is 1 if the firm 

respondent finds associates in the cluster that imitate others’ product designs 

without contributing anything to the product development process and 0 if they 

do not find. 

Control Variables: 

 

Active clusters (D1): a dummy variable that takes value 1 if the firm is located 

in a active clusters. 

 

Manufacturers (D2): a dummy variable that takes value 1 if the firm respondent 

is a manufacturer. 

 

Retailers (D3): a dummy variable that takes value 1 if the firm respondent is a 

retailer who does not have his/her own workshop. 

 

Members of Local Business Associations (D4): a dummy variable that takes 

value 1 if the firm respondent is a member of local business associations in the 

cluster. 

 

Total workers (X10): the number of total paid workers of the respondents’ firm. 

 

Firm’s Age (X11): the firm’s business period from the time the firm respondent 

was built until the completion of the study (2008). 

 

One-Year Investment (X12):  the total amount of money that the firm respondent 

invests in his/her company for the past year. 
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6.1.2 Hypothesis 

The key conceptual issue for understanding the dynamics of clusters is 

how the simultaneity of market and embedded ties can exist as a structure of 

linkages and influence firm performance. Clusters of firms may enhance their 

performance through specialization by individual firms and the simultaneous 

competition and cooperation in their multiple linkages (Becattini, 1990). 

Simultaneous cooperation and competition can stimulate greater knowledge 

sharing, technological progress, and market expansion (Lado et al. 1997). In 

clusters, these three factors result in high levels of local firm performance 

(Visser, 1996) 

With competition, local people are motivated to obtain increasingly 

better results because competition will increase motivation to save on resources 

and invent new equipment (Dei Ottati, 2003a). “Local rivals push each other to 

lower costs, improve quality and service and create new products” (Porter, 

1990b, p. 82). Thus, competition compels the business actors to introduce 

efforts to improve capabilities, efficiency, and effectiveness of production 

activities, resulting in an improvement of firm performance (Visser, 1996).  

At the same time, social embeddedness and cooperation can improve 

cluster firms’ competitive positions because they mutually benefit from 

pooling complementary resources, skills, and capabilities and can solve 

problems that individual firms cannot. Social embeddedness originates from 

reciprocity and trust (Granovetter, 1990). The threat of opportunism is 

diminished by the sanction of reciprocity: The reputation of each party is 

continuously and consistently at stake in each transaction with other parties in 

the network (Nadvi, 1997). 

Moreover, without the interactions among firms in the clusters, which 

exceed traditional market exchanges, the advantages of close proximity would 

be limited to lower transportation costs and lower switching costs for 

employees only (McMillan and Woodruff 2002). “Trust may reduce 

transaction costs by reducing the amount of time and resources that parties 

spend on ex post bargaining and haggling over problems that arise in the 

course of transacting” (Dyer and Chu, 2003, p. 60). Cooperation enables firms 

to operate with lower costs and to become more innovative (Nadvi and 

Schmitz 1994).  

Accordingly, we propose the following: 

 

H:  The simultaneity of competition and social embeddedness within clusters 

has a positive impact on firm performance.  

6.1.3 The model 

To test the hypothesis, I employed the following model. I have three 

scenarios so I can compare the robustness of the models when dummies and 

interaction terms are included. This way is very useful to detect the impact of 
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multicollinearity on the relibility of the model when interaction terms are 

included in the model (as explained in section 6.2.4 below). Thus, in the first 

scenario, I have only independent variables, with no dummies; in the second, I 

added three dummy variables (active clusters [D1], manufacturers [D2], and 

retailers without workshops [D3]; and for the third, I constructed interaction 

terms between two dummy variables of firm’s classifications (manufacturers 

and retailers) with the variables of competition and social embeddedness. 

As explained in the previous subsection, all variables in the model are 

respondent-level data, based on a survey questionnaire (N=210). In Chapter 5 

we discussed the data and the differences between the three clusters. No major 

differences are observed. From this we conclude that we can group the data 

together and that there is no need to run the analyses separately for each of the 

three clusters.The advantage is that we obtain a reasonable number of 

observations to test the model.  

 

Scenario I: (with no dummies) 
Ymi =  β0 + β1i X1i + β2i X2i + β3i X3i + β4i X4i + β5i X5i + β6i X6i + β7i X7i  + β8i X8i 

+ β9i X9i  + β10i X10i  + β11i X11i + β12i X12i + ei 

 

Scenario II: (with dummies but no interaction variables) 

Ymi =  β0 + δ1i D1i + δ2i D2i + δ3i D3i + δ4i D4i +β1i X1i + β2i X2i + β3i X3i + β4i X4i + 

β5i X5i + β6i X6i + β7i X7i  + β8i X8i + β9i X9i  + β10i X10i  + β11i X11i + β12iX12i 

+ ei 
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Scenario III: (with dummies and interaction variables) 

Ymi =  β0 + δ1i D1i + δ2i D2i + δ3i D3i + δ4i D4i + β1i X1i + γ1D2i X1i+ γ2D3i X1i +β2i 

X2i + γ3D2i X2i + γ4D3i X2i + β3i X3i + γ5D2i X3i + γ6D3i X3i +β4i X4i + γ7D2i 

X4i + γ8D3i X4i +β5i X5i + γ9D2i X5i + γ10D3i X5i  +β6i X6i + γ11D2i X6i + 

γ12D3i X6i  + β7i X7i + γ13D2i X7i + γ14D3i X7i +β8i X8i + γ15D2i X8i + γ16D3i 

X8i + β9i X9i  + γ17D2i X9i + γ18D3i X9i  + β10i X10i  + β11i X11i + β12i X12i + ei 

 
X1–X9: independent variables (see Table 6.1). 

D1–D4, X10–X12: control variables (see Table 6.1). 

m: three dependent variables: performance of new product development (Y1), 

performance of manufacturing and marketing (Y2), and financial performance 

(Y3). 

i: 210 firms 

6.2 Results and Discussions 

Appendix IV of this book contains quantitative evidence for the 

research variables in the models; see the first part for the descriptive statistics 

for the variables. The standard deviations for competition and social 

embeddedness range from .31 to .96, indicating a considerable amount of 

variation in the responses. The values of the correlations among the variables of 

competition and social embeddedness range from –.281 to .433. Tables 6.2–6.4 

show the estimation results of the impact of competition and social 

embeddedness on firm performance. Scenario 1 includes only our indicators of 

competition and social embeddedness and three control variables (total workers, 

firm age, and total one-year investment) as explanatory variables. Scenario 2 

includes three dummies, and scenario 3 includes interaction variables between 

competition and social embeddedness indicators and two firm classification 

dummies of. The results for all scenarios are robust (see section 6.2.4 for further 

explanations). 

The tests for the global significance of all models (F-value ; see Tables 

6.2–6.4) show that all independent variables together significantly affect the 

dependent variables.
8
 In other words, in all models, some of the independent 

variables can explain the variation in the independent variables. See the 

footnotes of Tables 6.2–6.4 for an explanation of each independent variable’s 

significance.
9
 

                                                      
8
F-test: For the overall models: H0 : β1 = β2 = … = βk = 0;  Hk : Not all βs equal 0.  

Reject H0 if  F value > F critical value. Interpretation of rejecting H0 : Some of the 

independent variables together are statistically significant to influence the dependent 

variables (Gujarati, 2002). 
  
9 T-test: For each independent variable:  H0 : βi = 0; H1 : βi ≠ 0, reject H0 if t-value > t critical 

value. Interpretation of rejecting H0: The independent variable is statistically significant to affect 

the dependent variable at the confidence level of 1 – α (Gujarati, 2002). 
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In the model with Y1, the R
2
-values from scenarios 1–3 range from .204 

to .383; in the model with Y2, from .365 (scenario 1) to .432 (scenario 3); and in 

the third model (model with Y3), from .270 to .338. Thus, for all models, the R
2
-

values range from 0.204 to 0.432, meaning that between 20.4 % and 43.2 % of 

the changes in dependent variables can be explained with independent variables. 

6.2.1 The Model of New Product Development Performance 

The first model specifies the relationship between new product 

development performance and the variables of competition and social 

embeddedness (see Table 6.2). The coefficients of the two dummies of firm 

classification, manufacturers and retailers, and the dummy of local business 

association membership were statistically significant. Their positive sign 

implies that manufacturers and retailers are concerned with the improvement of 

new product development performance and firms with strong new product 

development performance are much more likely to have used the association 

compared with firms with lower performance. On the other hand, the coefficient 

of the dummy of active clusters was not significant so new product 

development performance of the firm respondents was not influenced by the 

differences of types of firm locations (active clusters or not). 

In all scenarios, the competition variables did not influence new product 

development performance. Three of four proxies for social embeddedness that 

included interorganizational trust, firm level reciprocal relationships and cluster 

level reciprocal relationships did not have any impact on performance, but only 

one variable was significant to influence new product development performance. 

That was interpersonal trust that had a positive relationship with the 

performance. On the other hand, two of three proxies for unwanted actions were 

significant. Opportunistic problems had a negative impact, while free-riding 

problems had a positive effect on new product development performance. 

Another proxy for unwanted actions, inward-looking behavior, did not have a 

significant influence on the performance.  

The coefficients of a dummy for manufacturers, interpersonal trust and 

interaction term between both were statistically significant: The formers had a 

positive sign, and the latter had a negative sign, meaning that the specific effect 

(the coefficient of X6D2) was neutralized by the main effects of X6 and D2. As 

discussed in Chapters 2 and 3, interpersonal trust has a positive effect on new  
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Table 6.2. New Product Development Performance (Y1) 
Scenario 1 

(With no Dummies) 

Scenario 2 

(With Dummies) 

 

Scenario 3 

(With Dummies and 

Interaction Variables) 

 

Beta coefficient 

(t-value) 

Beta coefficient 

(t-value) 

Beta coefficient 

(t-value) 

Constant 0.532 (2.333)* 0.380 (1.573)* -0.115 (-0.328) 

Active clusters (D1) - 0.089 (0.789) 0.032 (0.284) 

Manufacturers (D2) - -0.111 (-1.268) 0.741 (1.691)* 

Retailers (D3) - 0.420  (3.135)** 0.280 (0.281) 

Members of Local Association (D4) - 0.114 (1.543) 0.137 (1.807)* 

Price-based competition (X1) 0.083 (0.841) 0.031 (0.320) 0.162  (0.958) 

X1D2 - - -0.190  (-0.899) 

X1D3 - - 0.029  (0.057) 

Quality-based competition (X2) 0.018 (0.129) -0.014 (-0.103) -0.109 (-0.504) 

X2D2 - - 0.138  (0.502) 

X2D3 - - - 

Firm-level reciprocal relationships (X3) 0.019 (0.180) 0.068  (0.665) 0.036  (0.201) 

X3D2 - - 0.067 (0.285) 

X3D3 - - –0.063  (–0.173) 

Reciprocal relationships in the cluster 

business organizations (X4) 

–0.001 (–0.021) -0.017 (0.227) 0.053 (0.411) 

X4D2 — - –0.095 (–0.615) 

X4D3 — - 0.187 (0.377) 

Interorganizational trust (X5) –0.007 (–0.181) 0.020 (0.524) 0.055 (0.853) 

X5D2 — - –0.056 (–0.690) 

X5D3 — - –0.093 (–0.549) 

Interpersonal trust (X6) –0.001 (–0.008) –0.073 (–0.800) 0.450 (2.943)** 

X6D2 - - –0.792 (–4.245)** 

X6D3 - - - 

Opportunism problems (X7) –0.241 (-2.710)** –0.167 (–1.879)* –0.409 (–2.294)* 

X7D2 - - 0.289 (1.364) 

X7D3 - - 0.531 (1.139) 

Inward-looking behavior (X8) 0.025 (0.693) 0.020 (0.515) 0.038 (0.460) 

X8D2 - - –0.036 (–0.388) 

X8D3 - - 0.069 (0.286) 

Free-riding problems (X9) 0.219 (2.557)** 0.157 (1.872)* 0.323 (1.856)* 

X9D2 - - –0.234 (–1.148) 

X9D3 - - -0.451 (-1.032) 

Total worker (X10) 0.009 (1.336) 0.008 (1.249) 0.007 (0.979) 

Firm age (X11) –0.010 (–3.267)** –0.007 (–2.289)* –0.006 (–1.910)* 

One-year investment (X12) 7.21E-009 (2.545)** 6.19E-009 (2.226)* 4.91E-009 (1.757)* 

F-value 4.209 

(sig. at α = 0.01) 

4.735 

(sig. at α = 0.01) 

3.431 

(sig. at α = 0.01) 

R-square 0.204 0.282 0.383 

Adjusted R-Square 0.156 0.222 0.271 

**Significant at the confidence level of 99 percents (the critical value of t table: 2.359).  

*Significant at the confidence level of 95 percents (the critical value of t table: 1.658).  

For scenario 1, F critical value(0.01 (α), 12, 198) = 2.236, so F value > F crit. 

For scenario 2, F critical value(0.01 (α), 15, 195)  = 2.192, so F value > F crit. 

For scenario 3, F critical value(0.01 (α), 33, 177)  = 1.860, so F value > F crit. 
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product development performance. High levels of trust can encourage 

innovation. The firms in the studied clusters did not devote much time to 

monitoring possible malfeasance by partners, employees, and suppliers. When 

business partners are neighbors whom they have trusted for a long time, the 

firms have more time to devote to innovation in new product designs together. 

Scenario 1 shows that the coefficients of opportunism and inward 

looking behavior were statistically significant. Opportunism problems have a 

negative relationship with new product development performance. It means 

that if opportunism problems prevail in the clusters, it leads to a decline in new 

product development performance.As discussed in Chapter 2 and 3, 

opportunistic behavior of partners does not stimulate firms to innovate new 

designs or products because new product development is often conducted 

through joint actions among firms. Thus, new product development relies on 

mutual trust among firms in the clusters. Information on opportunistic behavior 

easily spreads to other firms. It implies that the corollary costs associated with 

a bad reputation are high.  

In the meantime, free riding had a positive relationship with 

performance. Free riders copy other’s product design without contributing to the 

costs of product development. Embeddedness makes it difficult to control for 

free riding. For example, it will be difficult to prohibit subcontractors and 

laborers to use their experiences for other customers and manufacturers. The 

upshot is that free riding facilitates the product development process 

After I included dummies for active clusters (manufacturers and 

retailers) in scenario 2, the coefficients of opportunism problems and inward-

looking behavior were still statistically significant and had the same sign as in 

scenario 1. The results of scenario 3 show that all significant variables found in 

scenarios 1 and 2 are still significant except the retailer dummy.  

In three scenarios, the coefficients of two control variables (firm age, 

and one-year investment) were significant. Firm age negatively affected 

performance, whereas one-year investment had a positive effect on performance. 

The younger the firms, the better the new product development performance, 

and the greater the firms’ investment, the better the new product development 

performance. An increase of firm age in clusters does not mean an increase in 

firm maturity; increased firm age lessens the firms’ ability to adjust to market 

changes. In contrast, greater one-year investment improves firm performance 

because investment is effective to improve production efficiency. The 

improvement of production efficiency can result in an increase of new product 

development capabilities.  

6.2.2 The Model of Manufacturing and Marketing Performance 

The second model tests the impact of competition and social 

embeddedness on the performance of manufacturing and marketing 

management. Table 6.3 presents the results. Only in scenario 2, the coefficient 
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of the dummy of active clusters was statistically significant. Its positive sign 

implies that the more active clusters are, the better manufacturing and 

marketing performance. On the other hand, in all scenarios, the coefficients of 

the two dummies of firm classification (manufacturers and retailers) and the 

dummy of associations’ membership were not significant. 

Price- and quality-based competition had a negative and statistically 

significant effect on manufacturing and marketing performance in all scenarios 

but not in scenario 3 for price-based competition. Manufacturing and marketing 

performance comes from labor skills, specialization, and marketing strategy. 

Therefore, competition in price induces firms to push the price of their product 

as low as possible, thus decreasing profits. Decreased profits mean decreased 

investment in improving manufacturing and marketing capabilities. Although 

we expected a positive relationship between quality based competition and 

performance, a negative effect is observed similar to the relationship between 

price competition and performance. This indicates that even in high quality 

niche markets competitive forces are fierce and reduce the room for 

improvements in new manufacturing and marketing capabilities 

Reciprocal relationships at the cluster business organizations had a 

positive and statistically significant effect on performance in scenarios 1 and 

2.With respect to cluster-level reciprocal relationships, this indicates that 

respondent firms can benefit from their interactions at the cluster level.  

After we included interaction terms in scenario 3, one interaction 

variable between cluster-level reciprocal relationships and one dummy of firm 

classification (retailers) was positive and statistically significant in affecting 

performance. The coefficients of two other interaction variables were also 

statistically significant: free-riding problems for retailers, and inward looking 

behavior of retailers.  

Unlike its impact on new product development performance, in this 

model, opportunism problems had a positive and statistically significant effect 

on manufacturing and marketing performance (in scenarios 1 and 2). 

Opportunism has a negative effect on new product development as it hampers 

cooperation which is important in the process of new product development. In 

line with this argument we can explain the positive relationship between this 

variable and manufacturing and marketing performance: opportunism reduces 

cooperation (specialization) and therefore a broad set of manufacturing and 

marketing activities are carried out by the firm.  

Conversely, as shown in table 6.3, free riding problems in the 

perceptions of retailers have a negative effect on the performance of 

manufacturing and marketing strategy that consists of labor skills, specialization 

and marketing strategy. Indeed, when the retailers are in a situation in which 

there are some free riders in their business network, this situation hinders the 

willingness of firms to improve manufacturing and marketing capability. Free 

riders copy other’s product design without contributing to the costs. Thus, the 
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more free riding problems prevails, it can lead to a decrease of manufacturing 

and marketing performance. 

Finally, like the previous model in all scenarios, the coefficients of two 

control variables total workers and firm age were statistically significant. Total 

workers had a positive impact on performance, and firm age had a negative 

relationship with performance. Manufacturing and marketing capability that 

results in manufacturing and marketing performance may increase in younger 

firms with the increased investment and the greater number of workers.  
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Table 6.3.  Manufacturing and Marketing Performance (Y2) 
Scenario 1 

(With no Dummies) 

Scenario 2 

(With Dummies) 

 

Scenario 3 

(With Dummies and 

Interaction Variables) 

 

Beta coefficient 

(t-value) 

Beta coefficient 

(t-value) 

Beta coefficient 

(t-value) 

Constant 0.149 (1.444) 0.059 (0.520) 0.137 (0.806) 

Active clusters (D1) — 0.093 (1.755)* 0.073 (1.325) 

Manufacturers (D2) — –0.032 (–0.787) –0.047 (–0.222) 

Retailers (D3) — 0.051 (0.805) –0.485 (–1.007) 

Members of Local Association (D4) — 0.030 (0.875) 0.029 (0.794) 

Price-based competition (X1) –0.124 (–2.782)** –0.125 (-2.750)** –0.117 (–1.428) 

X1D2 — — –0.035 (–0.340) 

X1D3 — — 0.318 (1.302) 

Quality-based competition (X2) –0.232 (–3.731)** –0.234 (–3.763)** –1.173 (–1.659)** 

X2D2 — — –0.107 (–0.798) 

X2D3 — — — 

Firm-level reciprocal relationships (X3) –0.064 (–1.342) –0.051 (–1.066) –0.009 (–0.102) 

X3D2 — — –0.122 (–1.077) 

X3D3 — — 0.060 (0.343) 

Reciprocal relationships in the cluster 

business organizations (X4) 

0.093 (2.835)** 0.094 (2.724)** 0.028 (0.454) 

X4D2 — — 0.108 (1.439) 

X4D3 — — 0.417 (1.736)* 

Interorganizational trust (X5) 0.002  (0.127) 0.007 (0.407) –0.023 (–0.740) 

X5D2 — — 0.056 (1.422) 

X5D3 — 

 

— –0.079 (–0.960) 

Interpersonal trust (X6) –0.033 (–0.791) –0.055 (–1.300) –0.017 (–0.231) 

X6D2 — 

 

— –0.070 (–0.776) 

X6D3 — — — 

Opportunism problems (X7) 0.079 (1.957)* 0.089 (2.135)* 0.065 (0.755) 

X7D2 - - 0.060 (0.582) 

X7D3 - - 0.268 (1.187) 

Inward-looking behavior (X8) -0.008 (-0.505) -0.012   (-0.647) 0.006 (0.157) 

X8D2 - - -0.032 (-0.716) 

X8D3 - - 0.186 (1.596)* 

Free-riding problems (X9) 0.062 (1.607) 0.052 (1.311) 0.054 (0.636) 

X9D2 - - 0.004 (0.041) 

X9D3 - - -0.451 (-1.955)** 

Total workers (X10) 0.013 (4.532)** 0.012 (4.008)** 0.011 (3.481)* 

Firm age (X11) -0.003 (-2.318)** -0.003 (-1.842)* -0.004 (-2.562)** 

One-year investment (X12) 8.05E-010 (0.629) 7.62E-010 (0.584) 8.12E-010 (0.599) 

F-value 9.418 

(sig. at α = 0.01) 

7.432 

(sig. at α = 0.01) 

4.206 

(sig. at α = 0.01) 

R-square 0.365 0.381 0.432 

Adjusted R-Square 0.326 0.330 0.329 

**Significant at the confidence level of 99 percents (the value of t table: 2.359).  

*Significant at the confidence level of 95 percents (the value of t table: 1.658).  

For scenario 1, F critical value(0.01 (α), 12, 198) = 2.236, so F value > F crit. 

For scenario 2, F critical value(0.01 (α), 15, 195)  = 2.192, so F value > F crit. 

For scenario 3, F critical value(0.01 (α), 33, 177)  = 1.860, so F value > F crit. 
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6.2.3 The Model of Financial Performance 

The last model examines the relationship between financial 

performance with competition and social embeddedness variables. Table 6.4 

shows the results. Only in scenario 2, the coefficient of one dummy of firm’s 

classification (manufacturers) was statistically significant. Its negative sign 

implies that manufacturers are more pessimistic about their performance 

indicators. In all scenarios, the coefficients of the dummy of active clusters, 

retailers and association membership were not significant statistically. 

Not any proxy for competition had a significant effect on financial 

performance. Two proxies for social embeddedness, reciprocal relationships in 

the cluster business organizations and interorganizational trust had a statistically 

significant impact on the performance, while other variables that included firm-

level reciprocal relationships and interpersonal trust were not statistically 

significant. Not any indicator for unwanted actions had significant relationships 

with financial performance.  

In all scenarios, only one variable was consistently statistically 

significant in affecting financial performance: cluster-level reciprocal 

relationships. Its positive sign implies that the more cluster-level reciprocal 

relationships prevails; the more it leads to better financial performance. The 

converse effect applies at the firm level for manufacturers. Reciprocal 

relationships between manufacturers had a negative and significant impact on 

the performance. The more reciprocal relationships between two manufacturers, 

it leads to a decline of financial performance. 

In scenario 1, interorganizational trust also had a negative effect on 

financial performance. Thus, the financial performance of a firm decreases 

when interorganizational trust among all firms prevails more between them. It is 

possible that interorganizational trust may lead to over-embeddedness among 

firms. This would reduce firms’ willingness to consider their relationships in a 

rational way with respect to the improvement of efficiency and effectiveness of 

production activities. This condition could hinder the way firms improve their 

financial performance. 

As with previous models, two of control variables were statistically 

significant in influencing financial performance in all scenarios: firm age and 

one-year investment. Also similar to previous models, firm age had a negative 

relationship with financial performance, whereas one-year investment had a 

positive one. Younger firms may perform better than older firms, although one-

year investment is effective in improving production efficiency and 

effectiveness, which in turn results in an increase of financial performance. 
 

Table 6.4. Financial Performance (Y3) 
Scenario 1 

(With no Dummies) 

Scenario 2 

(With Dummies) 

 

Scenario 3 

(With Dummies and 

Interaction Variables) 

 

Beta coefficient Beta coefficient Beta coefficient 
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(t-value) (t-value) (t-value) 

Constant 2.131 (8.017)** 2.345 (8.053)** 1.787 (4.052)** 

Active clusters (D1) — –0.190 (-1.399) -0.175 (-1.224) 

Manufacturers (D2) — –0.179 (–1.699)* 0.756 (1.368) 

Retailers (D3) — –0.032 (–0.197) 1.215 (0.967) 

Members of Local Association (D4) — 0.002 (0.019) -0.024 (-0.253) 

Price-based competition (X1) –0.007 (–0.057) –0.022 (–0.187) 0.026 (0.124) 

X1D2 — — –0.209 (–0.782) 

X1D3 — — 0.327 (0.514) 

Quality-based competition (X2) 0.083 (0.519) 0.055 (0.343) 0.059 (0.216) 

X2D2 — — –0.170 (–0.490) 

X2D3 — — — 

Firm-level reciprocal relationships (X3) –0.122 (–0.985) -0.108 (-0.871) 0.171 (0.752) 

X3D2 — — –0.501 (–1.699)* 

X3D3 — — –0.095 (–0.209) 

Reciprocal relationships in the cluster 

business organizations (X4) 

0.425 (5.032)** 0.412 (4.660)** 0.468 (2.901)** 

X4D2 — — –0.016 (–0.013) 

X4D3 — — –0.618 (–0.987) 

Interorganizational trust (X5) –0.076  (–1.673)* –0.066 (–1.430) –0.022 (–0.273) 

X5D2 — — –0.021 (–0.208) 

X5D3 — — –0.313 (–1.471) 

Interpersonal trust (X6) 0.000 (–0.004) 0.023 (0.214) 0.066 (0.341) 

X6D2 — — –0.118 (–0.503) 

X6D3 — — — 

Opportunism problems (X7) –0.139 (–1.345) –0.122 (–1.136) –0.147 (–0.654) 

X7D2 — — 0.068 (0.256) 

X7D3 — — –0.668 (–1.136) 

Inward-looking behavior (X8) -0.068 (-1.621) -0.038 (-0.821) 0.011 (0.110) 

X8D2 — — –0.085 (–0.724) 

X8D3 — — -0.200 (-0.660) 

Free-riding problems (X9) 0.100 (1.001) 0.080 (0.794) 0.243 (1.108) 

X9D2 — — –0.232 (–0.902) 

X9D3 — — 0.167 (0.302) 

Total worker (X10) 0.012 (1.562) 0.009 (1.183) 0.009 (1.025) 

Firm age (X11) –0.008 (–2.252)* –0.006 (–1.805)* –0.006 (–1.692)* 

One-year investment (X12) 9.48E-009 (2.870)** 7.94E-009 (2.370)** 7.95E-009 (2.255)* 

F-value 6.070 

(sig. at α = 0.01) 

5.088 

(sig. at α = 0.01) 

2.825 

(sig. at α = 0.01) 

R-square 0.270 0.297 0.338 

Adjusted R-Square 0.225 0.238 0.218 

**Significant at the confidence level of 99 percents (the value of t table: 2.359). 

*Significant at the confidence level of 95 percents (the value of t table: 1.658). 

For scenario 1, F critical value(0.01 (α), 12, 198) = 2.236, so F value > F crit. 

For scenario 2, F critical value(0.01 (α), 15, 195)  = 2.192, so F value > F crit. 

For scenario 3, F critical value(0.01 (α), 33, 177)  = 1.860, so F value > F crit. 

6.2.4 Collinearity Statistics 

In Table 6.5, the test for multicollinearity for all variables in the 

columns of scenario 1 and 2 shows that VIF for all variables is not greater than 

10, though it is for some interaction variables in column scenario 3. According 

to Gujarati (2002), by convention, a VIF of 10 or higher signals that 
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multicollinearity is a problem; however, this is a simple rule of thumb, because the 

VIF (like R
2
) is a statistic without a distribution.  In fact, I removed two variables 

in scenario 3 (in three models) from the model due to multicollinearity (see 

Table 6.2–6.4).  

Another way to see the existence of multicollinearity is by testing (t- 

and F-tests). The rule of thumbs is if none of the t-ratios for the individual 

coefficients is statistically significant, eventhough the entire model (the F-test) 

is significant. In this situation, multicollinearity is influencing the model 

(Gujarati, 2002). This may explain why so many coefficients in the scenario 3 

models are not significant. Therefore I presented the results of the scenarios 1 

and 2 and took them into account while interpreting the results of scenario 3. In 

addition, the coefficients did not differ dramatically among the three scenarios 

in all models.  According to Gujarati (2002), if multicollinearity exists, it does 

not violate ordinary least squares (OLS) assumptions so OLS estimates are still 

unbiased and fulfill the criteria of BLUE (best, linear, and unbiased estimators). 

Therefore, the results of all scenarios in all models of this study are BLUE. 
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Table 6.5. Collinearity Statistics 
 

 

Scenario 1 

(With no Dummies) 

Scenario 2 

(With Dummies) 

 

Scenario 3 

(With Dummies and 

Interaction Variables) 

 Tolerance VIF Tolerance VIF Tolerance VIF 

Active clusters (D1) — — 0.753 1.328 0.692 1.446 

Manufacturers (D2) — — 0.503 1.998 0.019 53.252 

Retailers (D3) — — 0.601 1.665 0.010 98.139 

Members of Local Association (D4) — — 0.684 1.462 0.610 1.639 

Price-based competition (X1) 0.581 1.720 0.555 1.802 0.170 5.868 

X1D2 — — — — 0.078 12.755 

X1D3 — — — — 0.044 22.896 

Quality-based competition (X2) 0.548 1.824 0.544 1.839 0.192 5.199 

X2D2 — — — — 0.198 5.062 

X2D3 — — — — — — 

Firm-level reciprocal relationships (X3) 0.852 1.173 0.837 1.195 0.256 3.905 

X3D2 — — — — 0.064 15.561 

X3D3 — — — — 0.094 10.606 

Cluster-level reciprocal relationships (X4) 0.899 1.112 0.810 1.235 0.249 4.009 

X4D2 — — — — 0.149 6.690 

X4D3 — — — — 0.066 15.209 

Interorganizational trust (X5) 0.788 1.268 0.767 1.303 0.249 4.016 

X5D2 — — — — 0.072 13.903 

X5D3 — — — — 0.079 12.722 

Interpersonal trust (X6) 0.888 1.126 0.832 1.201 0.275 3.636 

X6D2 — — — — 0.100 9.975 

X6D3 — — — — — — 

Opportunism problems (X7) 0.786 1.272 0.721 1.388 0.169 5.925 

X7D2 — — — — 0.078 12.816 

X7D3 — — — — 0.074 13.432 

Inward-looking behavior (X8) 0.695 1.439 0.695 1.439 0.141 7.108 

X8D2 — — — — 0.119 8.401 

X8D3 — — — — 0.057 17.535 

Free-riding problems (X9) 0.841 1.188 0.668 1.497 0.145 6.873 

X9D2 — — — — 0.089 11.242 

X9D3 — — — — 0.061 16.347 

Total workers (X10) 0.535 1.870 0.472 2.120 0.421 2.375 

Firm age (X11) 0.887 1.127 0.832 1.202 0.743 1.346 

One-year investment (X12) 0.548 1.824 0.524 1.909 0.486 2.058 

6.3 Conclusion 

The model on product development shows that price and quality 

competition do not have an impact on product development. Social factors do 

play an important role. The existence of two unwanted actions, opportunism and 

free riding, are important for the improvement of product development. The 

results for manufacturing and marketing performance conclude that quality-

based competition is significant to influence manufacturing and marketing 

capability of firms. For financial performance reciprocal relationships in the 

clusters are key.  
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We conclude that different factors are important to explain the 

performance indicators under study. Performance is a complex and multi-

faceted concept. The literature shows that different aspects and, consequently, 

different measures have to be taken into account. Our results show that firms 

may perform differently on the distinguished performance criteria. We observe 

that social factors are key for financial performance and product development. 

Competitive forces are key for manufacturing and marketing performance. This 

provides evidence for the general proposition of this thesis: the simultaneity of 

competition and social embeddedness influences firm performance. However, 

an interesting nuance can be made: for each of the performance criteria social 

and competitive forces seem to drive the effect differently. 

By focusing on the issue of the simultaneity, this study takes up a 

neglected theme in the literature on clusters. This study has significant 

implications for theory and practice and adds to a growing literature in strategy 

and entrepreneurship involving the performance of firms within a cluster and 

the effect of socioeconomic structures of the clusters on the performance. 

Although several scholars have improved the understanding of particular issues 

involved in industrial clusters, there are only few studies that focus on how 

potentially conflicting forces of local market and social relationships are 

reconciled. In an attempt to explain the success of different coordination 

mechanism inside clusters, shared values of the group members and their 

identification with the collective goals of the group are often considered key 

issues. 

For that purpose, this study integrates different linkages by putting both 

competition and embedded tie variables into the models and linking them to 

firm performance. In other words, this study puts forth an analysis of clusters 

based on economics, strategic management theory, and institutional (based on 

new economic sociology) concepts, thereby providing evidence that the 

formation of appropriate institutions that encourage interfirm networks can 

significantly enhance the potential for the realization of collective interests and, 

in turn, improve the performance of participating firms in the clusters.  Finally, 

this study provides a new perspective and new results about what has been 

happening in clusters, particularly those in emerging economies. 

  



130 | Chapter 7. The Role of Local Actors in Local Business Associations in Clusters 

 

 

7. The Role of Local Actors in Local Business 

Associations in Clusters 

“We are active in asking our members to be involved in our program, so we have a 

monthly meeting to discuss and distribute any information to our members.” 

(Mr. Sardjimin, respondent from a medium-sized manufacturer in  

the Manding leather handicraft cluster) 

 
As discussed in previous chapters, multiple linkages in the clusters are 

affected by economic and social factors, which in turn influence the 

performance of individual firms within the clusters. This joint interaction marks 

the socioeconomic structure of the studied Indonesian clusters. Moreover, this 

pattern of interactions frequently is created and stimulated by the role of local 

actors in local economic institutions, like local business associations. Small and 

medium firms can perform efficiently and well through collective linkages and 

organizations (Becattini et al., 2003).  

The August 2007 pilot project of the studied clusters indicates that local 

actors use local business associations as a medium to coordinate collective 

actions to solve business problems for the sake of the cluster’s development. 

Some actors are influential and acknowledged as leaders by the cluster 

community because they get involved in decision-making processes in the 

existing local business associations. No single leader is popular and influential 

simply because of his or her charismatic or personal traits, implying that an 

investigation of the role of actors in decision-making processes in the local 

business associations is significant for this study. 

This chapter shows how local actors use local business associations to 

coordinate interfirm relationships, collective interests, and actions. This chapter 

also explores the types of leadership of such local actors. I follow the 

conceptual framework of Chapter 3, represented by the left side of Figure 3.1, 

which shows the role of actors in decision-making processes in local business 

associations. Within local associations, influential actors operate differently and 

are classified as follows: rule-makers and open perspective actors. 
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This chapter consists of three sections. Section 7.1 presents local 

business associations in the clusters and their functions for the members, 

Section 7.2 addresses the role of actors in the clusters, and Section 7.3 contains 

conclusion. 

7.1 Local Business Associations in Three Studied Clusters and Their 

Functions 

As Chapter 5 indicates, local business organizations in clusters can 

induce social embeddedness among firms. Local business associations that 

represent local economic institutions are the medium in which local actors have 

significant roles in decision making about joint actions as well as collective 

business problems. 

7.1.1 The Kotagede silver handicraft cluster 

In the Kotagede silver cluster, there is one local artisan and 

entrepreneur cooperation at cluster level: Kelopmpok Pengrajin dan Pengusaha 

Perak Yogyakarta(Yogyakarta silver entrepreneurs and artisans cooperative; 

KP3Y), founded in 1951. During my interview, the vice chairman of KP3Y, Mr. 

Sutojo stated that the total number of active members of KP3Y reached 95 local 

entrepreneurs (August 2007). Once a year, in February, they organize a member 

meeting to distribute their annual dividend and evaluate and discuss their annual 

program. He explained: 

“The members of KP3Y are around 200 local entrepreneurs, but 

only 95 persons are actively involved in our program. Almost 

90% of the members are from micro and small firms, while only 

5% are from medium and large firms. The cooperative has 

several business activities, such as a member-loan program, a 

small showroom for mobile phones, phone vouchers, mineral 

water, and gasoline. Our member-loan program collaborates 

with a branch office of the national bank Bukopin. The bank 

gives us a very low interest rate of 1% per month, and we ask 

our members 2% per month, so we can gain 1% per month from 
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each member’s total loan. As a result, during the annual 

meeting, our members obtained a dividend from this 

cooperative which was higher than last year.” (Interview, 

20/08/2007) 

However, only 5 respondents (of 102 total) acknowledged involvement 

in that cooperative. In-depth interviews with some local entrepreneurs indicated 

that many people think that the official members tend to use the cooperative for 

their own business interest. Mr. Wahyudin and his wife, Mrs. Pandit, a small 

retailer in Kotagede, asserted: 

“We do not join KP3Y, the only one local business association at 

the cluster level since we could not see some benefits from joining 

the association. We had a bad experience in 2006 when the 

management of KP3Y was appointed by local government to 

distribute government funding to local people in Kotagede since 

most of us were the victims of the earthquake. They did unfair 

distribution by listing mostly the members of the association. We 

were excluded from the list and we did not know why. The fact 

was our house hit by the earthquake. This experience made us 

reluctant to join the association.” (Interview, 24/08/2007) 

 

Another interesting example comes from the story of Ibu (Mrs.) 

Setiyani Djazuli, 65 years of age. She is a small silver producer in Kotagede 

who runs her shop in the main street (Kemasan Street) out of a small house 

rented from her neighbor. She had worked as a laborer at the workshop of the 

largest silver company in Kotagede (HS Silver) since 1959, but in 2005 she 

decided to work independently to earn more income for her family as a 

silversmith and to sell the products at her own shop. It is a family business: Her 

five children help her. 

Mrs. Setiyani has never joined any local business association in 

Kotagede. In our interview on August 16, 2007, she said, “Why should I join 

the associations? I don’t think it is necessary for me. I work for my family and 

have my own networks and customers. When the earthquake hit my house, I 

rebuilt the house with my own money; I did not get any funding from the 

government. I never discuss my business with my neighbors. I think each of us 

does business our own way.” In the past ten years, Mrs. Setiyani got involved in 

the Islamic women’s organization at the district level, but in her opinion, this 

activity did not influence the way she did silver business activities in Kotagede. 

My observation indicates that some local producers and retailers behave 

as Mrs. Setiyani does: They do not join any local business associations and do 

not have any intensive contact with other local producers or retailers. It means 

that KP3Y is rather weak in the cluster. Further, observations indicate that when 



Socioeconomic Structures and Actors in Indonesian Industrial Clusters  | 133 

 

many people do not acknowledge the business association at the cluster level, 

they founded a business organization at their own subcluster. Another 

alternative is joining the existing local business associations at the subcluster 

level, of which there are at least four in Kotagede: Kemasan, Basen, Bodon, and 

Semoyan. 

In Basen and Semoyan, local business organizations are still 

functioning. Such groups are called associations, because they have a formal 

structure, organized procedures, and formal rules for their members. Sari 

Tulang Aji, an informal group founded in December 2003, is composed of 

micro–small firms located in Basen village. This group comes together for 

informal exchanges of information on joint marketing, to discuss the 

availability and quality of raw materials, and to connect the members to some 

external institutions like local and central government and other 

nongovernmental organizations. As Mr. Istiadi, the founder of Sari Tulang Aji, 

asserted: 

 

“We were not a silver handicraft artisan in the past. We were a 

turtle shell handicraft artisan. However, in 1975, the markets of 

turtle shells were prohibited. Until 2006, we could buy turtle shells 

from the black market, but in 2006, the central government 

instructed us to finish our turtle shell handicraft business. Since 

that time, the central government motivated us to change our 

business activity into a silver handicraft production since we live in 

the Kotagede silver handicraft cluster. The local government, in 

cooperation with the central government, provided some training to 

improve our skills. This situation stimulated us to set up this 

association. Thus, the main purpose of this association is to 

mobilize ex–turtle shell handicraft artisans to find other alternative 

ways to do a business, such as a silver handicraft business. It is still 

not easy. Some of us decided to become temporary construction 

labors or factory workers in Yogyakarta. The total number of ex–

turtle shell handicraft artisans in this village is around 150 people, 

but the total number of those who want to join this association is 

only around 61 people. We still work hard to motivate our 

members to improve their entrepreneurship so they will not leave 

this handicraft business. When we had an opportunity to participate 

in a trading exhibition, we organized our members to produce a lot 

of silver handicraft products, determined the price together, and 

sold at one counter in that exhibition. We were successful at that 

time, and it motivated us to improve our silver handicraft business 

together through this association.” (Interview, 15/09/2007) 

 



134 | Chapter 7. The Role of Local Actors in Local Business Associations in Clusters 

 

Preparing a proposal for government funding was an incentive for some 

artisans in Semoyan village to cooperate in the association Semar, which was 

founded in 2005. Mr. Abi, a small artisan and a treasurer of the association, 

explained: 

 

“The name of our association is Semar; that stands for Semoyan 

Marsudi Rezeki [Semoyan is the village in Kotagede, and Marsudi 

Rezeki means a sun fortune.] We founded this association in 2005 

since there was government funding offered to small entrepreneurs. 

To be eligible to obtain the funding, we had to have an 

organization and sent a proposal in the name of the association. We 

were successful in obtaining the funding and [distributed] it to our 

members as business capital. The total number of members of the 

association was 60. The first funding was for 20 people and the 

second funding was for 40 people. We also got production 

equipment granted by the local government. Since the government 

only gave us 24 pieces of equipment, we divided our members in 

24 groups, and each group consisted of 2 or 3 people. One group 

was responsible for one piece of equipment. Sadly enough, 

currently, the association is not as dynamic as before. I do not 

know why, maybe because we are too busy [doing] our own 

business, but for me it is not a good reason to turn down the 

activities of the association.” (Interview, 10/07/2008) 

 

Thus, at local level, several important business associations exist in 

Kotagede. There is at least one business association in one subcluster. The role 

of the associations is to supply services like technical and entrepreneurial 

training, organize trade fairs, procure raw materials, and lobby at the political 

level. This has supported the improvement of the performance of local firms 

and the cluster itself. 

7.1.2 The Manding leather handicraft cluster 

In the Manding leather cluster, one local business association exists at 

the cluster level, Karya Sejahtera, founded in 1995. Once a year in January, the 

members of Karya Sejahtera have their annual meeting to distribute the annual 

dividend and discuss their annual program. According to its chairman, Pa 

Sardjimin (49 years old), the total membership is 70 entrepreneurs; 80% of 

them are from the Manding village (Interview, 12/09/2007). This association 

operates not only for leather artisans but also for other entrepreneurs in 

Sabdodadi Desa, the administrative area where Manding is located. 

Karya Sejahtera has a program to improve business development of 

leather artisans in Manding, through its technology center, joint equipment, and 

business training for micro artisans (Interview with Sardjimin, 19/09/2007). It is 
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interesting that this association appointed the head of the village administration 

of Sabdodadi Desa, Mr. Binarjono, as the chairman of the advisory board. 

Should the need arise, he, as the representative of the local administration, 

would take part in bargaining and act as a mediator. 

In addition to its annual meeting, the association also has monthly 

meetings, during which the management distributes information from external 

institutions (the government, banks, or other external agencies) that is useful for 

the members; it also organizes an arisan (rotating savings) for its members (as 

observed at the monthly meetings on October 11 and November 12, 2007). Mr. 

Sardjimin said: 

 

“This association is not only for leather handicraft entrepreneurs 

from the Manding village, but also for other entrepreneurs in Desa 

Sabdodadi. This association [was] founded in 1995, and this period 

is my second time as chairman of this association. We are active in 

asking our members to be involved in our program, so we have a 

monthly meeting to discuss and distribute any information to our 

members. Our main program is rotating credit saving. We also 

have a very good cooperation with local government and with 

some financial institutions, so if the government invites us to 

attend trainings , we will tell our members and give all members a 

fair opportunity to participate in some training. In 2006, we 

obtained equipment grants from the central government. To make 

the equipment accessible is very useful for all members who need 

it, so we built our own workshop and all members have access to 

the equipment.” (Interview, 19/09/2007) 

 

In Manding, people who ended their membership did not build a new 

business association; those who do not join the association or end his or her 

membership in Karya Sejahtera have chosen to get involved in other social and 

cultural groups. However, from the interviews, it is apparent that some of them 

were disappointed with the management of Karya Sejahtera and stated that they 

tried to find the possibility of founding a new business association. They have 

not succeeded yet because other members choose to keep silent rather than to 

have an open conflict with the existing management of Karya Sejahtera. 

For example, Mr. Yono, a small producer from Manding, was part of 

the management of Karya Sejahtera during the previous period (2003– 2006) 

but currently is not a member of the association anymore. According to Mr. 

Binarjono (Interview, 20/11/2007), the head of the village administration and 

the chairman of the advisory board of Karya Sejahtera, Mr. Yono founded a 

new association, Setya Rukun; however, when I interviewed Mr. Yono 

(15/12/2007), he denied that and said he was not involved in any association in 

Manding and is still thinking about developing a new association. He stopped 
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his membership at Karya Sejahtera in January 2007 because he was 

disappointed with its new management. He thinks that they do not distribute 

important and beneficial information to the members and misuse the association 

for their own interest. Mr. Yono confessed to me: 

 

“I was a secretary of the association from 2003 to 2006 but after 

that, I resigned from the association. I was disappointed in the way 

they selected a chairman for the next period of the association. The 

chairman was not elected by the members at an annual meeting of 

the association, but he was assigned by the head of village as a 

representative of the local government in this village. This is not 

called democracy. In addition, there were several decisions that 

were unfair since it implied that not all members got the 

opportunity to enjoy some facilities granted by the central 

government and the central banks of Indonesia. Only few members 

had access to some information and enjoyed the granted facilities 

from external institutions. That was the main reason I quit my 

membership of the association. Now, I am thinking to collect some 

people who are also disappointed with the association to try and 

build a new association. I do not intend to compete with the 

existing association but just to provide an alternative for people 

here” (Interview, 15/12/2007). 

Box 7.1 contains a participation report of a meeting in Karya Sejahtera. 

Note that the local business association in Manding is more active in organizing 

collective actions among the members than the associations in Kasongan and 

Kotagede. The meeting process is democratic in the participation of the 

members in the decision-making process. When we attended another meeting of 

this association, we decided to hide ourselves; only the host of the meeting 

knew about our presence. We experienced that the meeting became more 

dynamic without the presence of outsiders like us. The members got involved 

actively in the decision-making process and considered collective interests. The 
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management of the association led the process and allowed the members to give 

their opinion freely. 

Box 7.1. The Monthly Meeting of Karya Sejahtera, Manding, September 10, 2007, 

8–11 P.M. 
Mr. Wandi, secretary of the association acting as chairman of this meeting, 

opened the meeting by describing the agenda. There were seven items on the agenda of 

the meeting: 

1. Opening speech from the chairman of the association, Mr. Sardjimin;  

2. Welcome speech from the host, Mr. Kidung; 

3. Speech from the Head of Village as the chairman of the trustee board of the 

association, Mr. Binarjono; 

4. Speech from the guest of the association, Mrs. Poppy Ismalina (myself); 

5. Monthly activities and financial report by the chairman and the secretary of the 

association, Mr. Sardjimin and Mr. Wandi; 

6. Discussion and questions from the members; 

7. Closing speech by the chairman of the meeting. 

In his speech, Mr. Sardjimin gave an overview of the association’s activities 

and introduced me as a guest of the association and the Manding cluster community for 

several months starting August 2007. He asked the members of the community to 

welcome me at their firms or workshops to have an interview. At the end of his speech, 

Mr. Sardjimin explained the advantage of having a friend like me and the importance of 

having a network with external persons and institutions to increase information access 

of a Manding community with external environments. Mr. Binardjono agreed with Mr. 

Sardjimin and also emphasized the advantage of cooperation with external institutions 

and the necessity of mutual understanding and openness among the members of the 

association: 

 

“As we have enjoyed government and external institutions’ support for 

years after the earthquake in 2006, now it is time to say that we have to 

extend our cooperation with external institutions. That is the first thing to 

do for maintaining the sustainability of this association. The second thing 

is maintaining mutual trust among us. Mutual trust is very important to 

stimulate us to do the best for our business activity and this association. It 

is common that a business association has an up and down turning point. 

However, the more important thing is we have to trust that this 

association and cooperation among us is very necessary for our own 

interest. Openness and transparency are also very important. For all 

members of this association, you can ask everything that you want to the 

management of this association regarding the activities, government 

funding, other external institutions grants as well as the financial 

condition of this association. Everything is open and for the sake of our 

well-being.” 

 

After Mr. Binarjono and myself, the chairman and treasurer of the association 

gave reports. In my speech, I introduced myself, explained the purpose of my research 
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in Manding, and expressed my willingness to have a long relationship with the Manding 

community. 

Mr. Sardjimin, accompanied by Mr. Wandi, started their presentation by 

reporting the total sum of the revolving fund and the number of nonperforming loans 

from few members. The total revolving fund was 285 million rupiah (about €20.000), 

and there were ten members who had nonperforming loans. Mr. Sardjimin reminded the 

members about the disadvantage of nonperforming loans for other members of the 

association. “The higher [the number of] nonperforming loans, the less money can be 

borrowed by other members,” Mr. Sardjimin said. Then, he asked other members to be 

united as members of the association so every member would get advantages from their 

membership of this association. 

Then, Mr. Sardjimin described the past month’s and ongoing activities. He 

wanted a list of the members willing to participate in some training offered by the Bank 

of Indonesia (Central Bank of Indonesia) the following month. Mr. Sarjimin promised 

that the association would give priority for the members that had never participated at 

any training before. 

After Mr. Sardjimin’s presentation, the chairman of meeting asked the 

audience to decide the winner of the rotating money. The winner was Mr. Mukijan; as is 

the association’s tradition, Mr. Mukijan also would be the host of the next month’s 

meeting. 

During the discussion and question session, Mr. Purwanto, one of members of 

the association, asked some questions and made some requests to the management of 

the association: 

1. He asked why the association has not had a team to control the performance of the 

management of the association. 

2. He suggested that a financial report presentation should be a routine agenda at 

every monthly meeting. 

3. He submitted that members who have nonperforming loans should get a warning 

from the management: If they deny the second warning, the management should 

do something significant to force them to return their loans. 

4. He believed that the bank account of the association should be under the name of 

the association (not under the private name of one of the management). 

5. He suggested that every three months, all activities of the association should be 

assessed by an internal auditor. 

6. One year ago, the management collected money from the members to purchase 

equipment; the members had not yet seen the equipment. Mr. Purwanto asked for 

the accountability of that policy. 

 Some members expressed their support to Mr. Purwanto’s requests and asked 

the management of the association to take into account those issues. 

 Mr. Sardjimin replied to the questions of Mr. Purwanto: 

1. There has been a team that controls the performance of the management from the 

local government, but if needed, at the next month meeting, we can choose a team 

from our membership to control the performance of the management. 

2. The management of the association is always ready to disclose financial reports at 

every meeting. 

3. To overcome nonperforming loan problems, the management has built a special 

team to send a warning to members who have them. There is a serious sanction if 

the loan is not resolved after the third warning. 
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4. The association’s bank account is actually under the name of association and two 

names of the management, the chairman and treasurer. If members of management 

want to withdraw money, they need two signatures and the evidence is recorded. 

5. The management agrees with the idea of an internal auditor; it will start at the next 

month meeting. 

6. Money that was collected a year ago has been used to pay the daily costs of the 

association’s workshop. At the next meeting, the treasurer will present the financial 

report of that money. 

After that, there were no more questions from the audience. A closing speech 

from the chairman of the meeting concluded the meeting. There were some informal 

talks among the audience about Mr. Purwanto’s request. In an informal way, Mr. 

Sardjimin and Mr. Binardjono tried to explain to the members that the association was 

on its the way to fulfilling what Mr. Purwanto had demanded. Late at night, everybody 

left.  

 

 
Mr. Purwanto’s request shows the willingness of the members to check 

what the management of the association has done. When the management 

allowed him and other members to talk freely, it indicated that the management 

tried to implement a democratic process in every decision taken by the 

association. “We let the members say anything they want so it will make them 

realize that they are involved in the decision-making process and that they are 

responsible for the implementation of the decisions,” explained Mr. Wandi to us 

in an interview after the meeting. 
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The observation described here shows that there are many reasons for 

artisans and producers in the Manding cluster to use business associations as the 

medium for their collective interests. When local people have common interests 

and problems, this drives them to unite in a business association that can take 

collective actions. The meeting is only one of the examples of the dynamics of 

Karya Sejahtera. Other examples are building a workshop to share equipment, 

collaborating with the Bank of Indonesia to build some public facilities in the 

village, and distributing information to external institutions as well as handing 

out press releases about the development plan of the Manding cluster. This 

indicates that the Manding people are willing to improve the development of the 

cluster through collective actions because they believe that the development of a 

cluster would affect the performance of their firms. 

7.1.3 The Kasongan ceramic cluster 

In the Kasongan ceramic cluster, a similar association operates: Satya 

Bawana, founded in 1984, whose members are local artisans and or 

manufacturers/retailers. According to its chairman, Mr. Timbul, the number of 

members totals 581 people (June 2008), though only about 300 local people are 

active members. The members of Satya Bawana founded one cooperative with 

the goal of joint input procurement and joint investment in equipment. The 

cooperative has one workshop in which the members can share the equipment. 

The members of Satya Bawana meet every month on the 15th, to 

discuss their revolving external funds and distribute new information from 

external institutions. The main program of this association is revolving funds 

for its members. The source of funds could be the central Indonesian 

government or national banks. Mr. Timbul explained: 

 

“The association [was] founded in 1984, but for several years the 

activities slowed down. Since 2007, I started developing some 

activities of the association. A revolving fund is our main program. 

We collect money from the members every month and in turn, they 

can borrow that money. Currently, the total revolving fund is 1.3 

billion rupiah [about €93.000]. We also organize the use of 

equipment granted by the central government. The equipment is 

distributed to several groups of members and each group is 

responsible to look after the equipment. We control the program by 

visiting the workshop of each group once a month.” (Interview, 

12/06/2008) 

 

In Kasongan, the members of the cluster who do not join Setya Bawono 

have some alternatives; there are some local economic institutions that are 

similar to cooperatives and other business associations outside the cluster to 

expand their external networks. Some female entrepreneurs join the Koperasi 
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Mentari, (Mentari Cooperative, the Bantul district women’s Muslim 

cooperative), a local Islamic business organization for women in the Bantul 

district level; some other entrepreneurs join Koperasi Aneka (Aneka 

Cooperative), an artisan’s organization in the Bantul district. 

The members of Koperasi Aneka extended their cooperative behavior to 

the creation of a small luxury showroom for selling the products of the 

members and benchmarking product quality. By joining such organizations, the 

members get more credit access and establish a network with external 

institutions outside the cluster. As Mrs. Mimi, a respondent from a medium-

sized retailer from Kasongan, asserted: 

 

“Most female entrepreneurs in Kasongan do not join Setya 

Bawono since almost all of the members of the association are 

male. I do not think there is a gender issue in this fact. I guess that 

it naturally happens since most of economic players in Kasongan 

are male. However, fortunately, we could join Koperasi Mentari as 

the cooperative for Muslim women in Bantul district. In the 

cooperative, we often discuss and share information about 

entrepreneurship. Some of us are not involved directly to a daily 

business activity but have to support our husband’s business 

activity; some of us have [been] involved in some business 

activities. The cooperative also facilitates some rotating funding 

for the members that are funded by local banks or other external 

financial institutions.” (Interview, 24/06/2008) 

 

Thus, in Kasongan, local people may join the local business association 

at the cluster level and outside a cluster. The main functions of the associations 

are financial assistance, rotating savings, equipment sharing, and joint 

marketing. Local people obtain some benefits from their involvement in the 

associations that are useful in increasing the performance of their own firm.  

7.1.4 Rotating credit saving groups 

Beside business associations, a rotating credit saving group may exist in 

an area where people live together and are embedded in close social cultural ties. 

An example of the mechanism of a rotating credit saving group is the following: 

A group of 10–20 neighbors arranges to meet once a month for a social 

occasion at one of the member’s homes, an occasion at which they not only 

enjoy food and each other’s company, but also contribute a small amount of 

money into a piggy bank. One “winner” is chosen, usually by lot, to receive the 

total amount. In subsequent meetings, his or her name is excluded from the 

drawing, so that ultimately, all members win once. 

This is an important institution for borrowing and capital accumulation 

among groups when banks or other formal financial institutions are not able to 



142 | Chapter 7. The Role of Local Actors in Local Business Associations in Clusters 

 

subsist. It allows for small capital expenditures (e.g., for buying input materials), 

which would require a greater saving capacity than exists in such 

semisubsistence situations. If there is a member who really needs the money, 

the drawing is not conducted and the money is given directly to the one who 

needs the money. Thus, savings groups may use clusters to raise capital. 

Several rotating credit saving groups are active in the cluster 

communities. Interviews indicated that most of these groups organize monthly 

meetings. However, during the meeting, they hardly ever talked about their 

daily business activities but rather raised social–political issues. Interestingly, 

we found that some members of some rotating credit saving groups compete 

with each other as retailers or manufacturers. 

One rotating credit saving group in Kotagede has extended its activities 

beyond raising capital from its members: It is active in mediating the business 

interest of its members. The name of the rotating group is Usaha Abadi (the 

long-lasting business effort). Although the group only has nine members, the 

members represent all types of local people in one cluster: producers, retailers, 

subcontractors, and artisans. Mr. R.M. Mulyo Wiryono, a respondent from a 

medium-sized retailer in Kotagede and the founder of the group asserted this: 

 

“I and two of my business neighbors initiated this group two years 

ago. My neighbors are Mr. Wahyudin and Mr. Sapto. They also 

have showrooms at the same street as my showroom. Our first 

motivation to found this group is gathering among ourselves and 

rotating our money. But after some long talks with them at several 

gatherings, we found the possibility to set up a business association 

that may have more functions than this group. Almost all of us 

have disappointing experiences with the management of the 

association KP3Y, so it stimulated us to have our own business 

association. Anyway, it is still a developing idea and we have 

enjoyed our group as an alternative quick source of obtaining small 

capital that we often really need for our business activities. We also 

learn to build empathy among members by giving priority to take 

money for the members who really need the money at the time the 

money is rotating.” (Interview, 10/01/2008) 

 

My observations in Kotagede show that group members cooperate with 

one another in their daily business. There are subcontracting relationships 

between subcontractors and retailers, but there are also trading relationships 

between retailers. For example, if there is a customer who comes to Mr. 

Mulyo’s showroom and wants to buy a certain product that he does not have, he 

will call some members of the group to ask whether they have the product. 

Suppose Mr. Wahyudin has the product Mr. Mulyo’s customer needs. After 

getting a call from Mr. Mulyo, Mr. Wahyudin will come to Mr. Mulyo’s 
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showroom to deliver his product. Interestingly, when the product has been 

given to Mr. Mulyo, he is the one who will negotiate a price with the customer. 

Mr. Mulyo also negotiates with Mr. Wahyudin for the price of Mr. Wahyudin’s 

product.  

However, there is a mutual understanding between them: Nobody will 

ask how much the agreed-on price of the product with the customer was, but 

everybody knows that the one who deals the price with the customer will try to 

obtain a little margin from both transactions. In other words, the agreed-on price 

of the product between Mr. Mulyo and Mr. Wahyudin must be less than the 

agreed-on price between Mr. Mulyo and his customer. 

This aspect of Mr. Mulyo’s rotating savings group is interesting 

because price determination is difficult to decide among local people in the 

clusters. Observations at the association meetings indicate that the members of 

the association never talked about this issue or a possible price fixing. They 

were merely concerned about the financial assistance from government or other 

external institutions, information as well as joint marketing at some exhibitions, 

or other market access. Problems related to the availability of input at a 

reasonable price sometimes constituted the subject matter during the 

association’s meeting. Mr. Sutojo, vice chairman of KP3Y, Kotagede, asserted: 

“We realize that there are some members who complain about 

the price war between retailers here. Some new retailers 

determine a price of their products at a very low level to attract 

customers. On the other hand, others cannot afford to sell 

products at such a low price. This is an unhealthy situation, but 

the association cannot do anything about this kind of price war. 

However, we help the members through collective purchasing 

of inputs to push the price down.” (Interview, 20/08/2007) 

Thus, a rotating credit saving groups is important to improve social 

embeddedness among local people and to capitalize their business. Moreover, 

among the members of these groups, joint marketing may occur because mutual 

understanding among several people is improved through these groups, even the 

idea to build an alternative new business association at the cluster level is being 

developed in one of these groups in Kotagede. Using questionnaire survey data, 
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in the three clusters, almost all respondents were part of a rotating credit saving 

group.  

In summary, there are three types of local business organizations: 

cooperatives, local business associations, and rotating credit saving groups. In 

the Kotagede silver cluster, the local business organizations are as follows: 

1. KP3Y (Kotagede Artisans Cooperative), a local business organizations at 

the cluster level.  

2. Sari Tulang Aji, a local business association at the subcluster level (Basen). 

3.  Semar (Semoyan Marsudi Rezeki), a local business association at the 

subcluster level (Semoyan).  

4. Kutagede, a local business association at the subcluster level (Kemasan). 

5. Some rotating credit saving groups at the subcluster level.  

 

In the Kasongan ceramic cluster, the local business groups are as 

follows: 

1. Satya Bawana (Kasongan Artisans Cooperative), a local business 

association at the cluster level. 

2. Some rotating credit saving groups at the subcluster level.  

 

In the Manding leather cluster, the local business groups are as follows: 

1. Karya Sejahtera, a local business association at the cluster level. 

2. Setya Rukun, a local business association at the cluster level (inactive). 

3. Some rotating credit saving groups at the subcluster level. 

7.2 The Role of Actors in Local Business Associations 

In this study, we define actors as local influential businesspeople who 

emerge in the processes of decision making in the local business associations to 

arrange a code of conduct and coordinate collective actions to solve business 

problems, achieve collective objectives, and improve firm performance. 

Decision-making processes have become vehicles for individual people and 

groups to shape cluster-related organizational strategies. This implies that 

leadership in cluster development is essential and is expressed at the level of 

local organizations within a cluster. In this context, leadership results from a 

high degree of voluntary activity in local affairs that have an impact on 

community change. The actors help to animate local strategic vision processes, 

stimulate activities to upgrade the innovative capabilities of local firms, and 

represent the common interest of firms in a cluster if required. Actors have a 

range of structural rules and resources by which to inspire and empower their 

actions (Giddens, 1979); their actions are intentional and goal directed (Giddens, 

1976). 

This chapter shows that some local actors use the existing local business 

associations to solve collective problems that hinder the development of a 

cluster. The associations are useful as a medium for the members to arrange the 
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rule of interfirm relationships and coordinate collective efforts to improve the 

growth of the cluster. The next questions are these: Who are the actors and what 

types of leadership characterize actors? 

I attended several meetings of existing business associations in the 

clusters to see how the decision-making process actually proceeded and identify 

the actors in the associations. All three clusters had similar decision-making 

processes. The chairman of the association or someone else proposes a new idea 

and opens a discussion forum. In the discussion forum, there are people who 

support or turn down the idea. Others become followers and agree with the 

decision that is made based on the leading opinion in the discussion. Thus, there 

are some influential people who usually give their opinion about the decision to 

be made by the meeting forum. 

Accordingly, in one of the subsequent meetings in each business 

association, I asked each individual meeting member who the influential 

person(s) were in the decision-making process. Table 7.2 presents the results of 

this survey. In Kasongan and Manding, I attended a meeting of the business 

association at cluster level (Satya Bawana and Karya Sejahtera), and in 

Kotagede, I joined a meeting of the business association at the subcluster level 

(Semar (Semoyan Marsudi Rezeki) and Sari Tulang Aji), but not at cluster level. 

Almost all respondents put forward more than one name. A name that 

was mentioned by fewer than four respondents is not presented in Table 7.2. As 

Table 7.2 indicates, some people are acknowledged by many members of local 

business groups as persons who influence decision making processes in the 

groups even though they do not have a formal position. My field investigation 

leads me to conclude this is because they have more knowledge about the 

products and the markets and networks with external institutions than other 

members. 

In Kasongan, the chairman of the business association Satya Bawana is 

elected by popular vote. The total respondents are 48 people who attended the 

meeting of the association on June 20, 2008. However, no respondent chose 

only one name in their list of influential people. In other words, someone who 

chose Mr. Timbul also chose a second name; at least one respondent put three 

names in the list. Thus, for example, in Satya Bawana, there are four people 

who are acknowledged by the members as influential persons in the decision-

making process of the association: Mr. Timbul, Mr. Subur, Mr. Bejo, and the 

Head of the Village. In Kasongan, the head of the village does not have any 

formal position in the association. Interestingly, Mr. Timbul and Mr. Subur are 

classified as large producers in Kasongan, and most Kasongan people know that 

both of them compete with each other in their daily business activity. 

In the subcluster Semoyan-Kotagede, most respondents chose Mr. 

Suyanto, one of the managers of the association Semar, as being most 

influential. The question was put to the 13 attendees of the association meeting 

on May, 30, 2008. Similar to Kasongan, no one put just one name on the list; 
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they listed at least three names of influential people. Mr. Jirahman and Mr. 

Parjono are not part of the management of the association, but they usually 

come to the association meeting and influence the discussion among members. 

At the meeting of Sari Tulang Aji on November 18, 2007, in Basen, the 

subcluster in Kotagede, the members of the meeting drew their own list of 

influential people. Table 7.1 indicates that there are five persons members of the 

meeting deemed influential. All five persons also came to the meeting and had 

their own list. Mr. Wahyono and Mr. Marsudi are the formal leaders in the 

subvillage of Basen and members of Sari Tulang Aji. As mentioned previously, 

people did not take into account only their formal authority but also their 

wisdom to improve the quality of the decision made by the association. 

At the meeting of Karya Sejahtera in Manding on October 13, 2007, the 

greatest number of members chose Mr. Sardjimin, the chairman of the 

association, as an influential person. The second person is Mr. Binarjono, the 

head of the village of Sabdodadi and the chairman of the board of trustees of the 

association. Interestingly, Mrs. Siti was also elected, though she did not attend 

the meeting and has not been around for several months. Mr. Ratno was the 

oldest person at the meeting. He is the founder of the Manding cluster; therefore, 

he is knowledgeable about how to improve the business activities of the 

Manding cluster. He is also has good connections with the local government, so 

he is one of the important people in Manding. 

 

Table 7.1. List of Influential Persons 

1.  The Kasongan Cluster (Satya Bawana) 

 

1. Mr. Timbul (chairman of Satya Bawana)   elected by 41 

respondents 

2. Mr. Subur (an association activist)   elected by 17 

respondents 

3. Mr. Bejo (an association activist)    elected by 14 

respondents 

4. Pa Dukuh (the head of the subvillage)   elected by 10 

respondents 

  

2.  The Kotagede Cluster 

 

Subcluster Semoyan—Kotagede (Semar—Semoyan Marsudi Rezeki): 

 

1. Mr. Suyanto (an association activist)   elected by 9 respondents 

2. Mr. Sudibyo (an association activist)   elected by 5 respondents 

3. Mr. Abi (a vice chairman of Semar)   elected by 6 respondents 

4. Mr. Parjono (the head of village)    elected by 5 respondents 

 

Subcluster Basen—Kotagede (Sari Tulang Aji): 
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1. Mr. Sigit Budi Mulyo (chairman of S.Tulang Aji)  elected by 7 respondents 

2. Mr. Panular (an association activist)   elected by 7 respondents 

3. Mr. Istiadi (founder of an association)   elected by 5 respondents 

3. Mr. Wahyono (the head of sub-village)   elected by 9 respondents 

4. Mr. Bambang (an association activist)   elected by 5 respondents 

5. Mr. Marsudi (the head of sub-village)   elected by 4 respondents 

 

3.  The Manding Cluster (Karya Sejahtera) 

 

1.  Mr. Sardjimin (chairman of Karya Sejahtera)  elected by 17 

respondents 

2.  Mr. Binarjono (head of village)    elected by 12 

respondents 

3.  Mrs. Siti (the owner of the medium-sized firm)  elected by 6 respondents 

4.  Mr. Ratno (founder of the association)   elected by 5 respondents 

5.  Mr. Siswo Darmojo (an association activist)  elected by 5 respondents 

 

After listing influential people in the process of decision making in the 

association, the respondents were asked to describe the influential people on the 

basis of two types of leadership defined in this study: rule-making and open 

perspective actors. As discussed previously, rule-making leadership emerges 

from a range of decisions made by local actors about the code of conduct of a 

local business association and its implementation. Open perspective leadership 

is indicated by a range of decision-making processes that are undertaken by 

local actors about the development of the network with some public or private 

institutions outside the clusters and who support the implementation of the plan 

of local business groups/associations. 

In organizations like local business associations, actors who are rule-

makers and are active in creating networks with external institutions (open 

perspective) must prevail. Rule-making actors motivate the association to define 

a clear code of conduct to manage interfirm relationships among the members 

and all activities of the association. Having a clear code of conduct enables the 

association to create many advantages for the members. Open perspective actors 

will further the improvement of networking of the association; this in turn will 

give the members the advantages of external networks, which can improve 

information and knowledge access of the members to the new opportunities and 

markets from outside clusters, as well as provide other advantages from outside 

institutions that will improve the quality of business within the clusters. 

With regard to rule-making actors, I asked the members of the meeting 

whether the influential people they chose are active at every meeting in creating 

transparent and clear rules for all activities and whether these actors allocated 

responsibilities and opportunities to the members in a fair way. Regarding the 

open perspective actors, I asked respondents to assess whether the influential 

people are active in creating a network with outside institutions on behalf of the 

association and whether they persuade external institutions of the advantage of 
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being open-minded partners to obtain knowledge and information sharing from 

outsiders. 

Tables 7.2 and 7.3 present my results. Not all agreed that their 

influential persons could be classified as rule-making and/or open system 

perspective actors. About 88% of respondents in Kasongan, 70% in Kotagede, 

and 78% in Manding acknowledged that their influential persons fulfill both 

two criteria. 

 

Table 7.2. Opinions About Rule-Making Actors 
The 

Kasongan 

cluster 

(48 persons) 

The 

Kotagede 

cluster 

(71 persons) 

The 

Manding 

cluster 

(20 persons) 

Do the influential actors define rules 

(for themselves, the group, and/or 

the organization) and allocate task 

responsibility and resources toward 

the accomplishment of personally 

identified goals? Number of Persons 

Yes 42 persons 49 persons 18 persons 

No 6 persons 22 persons 2 persons 

 

Table 7.3. Opinions About Open Perspective Actors 
The 

Kasongan 

cluster 

(48 persons) 

The 

Kotagede 

cluster 

(71 persons) 

The 

Manding 

cluster 

(20 persons) 

Do the influential actors make a 

relationship or network with other 

institutions from outside clusters? 

Number of Persons 

Yes  44 persons 51 persons 20 persons 

No 4 persons 20 persons 0 persons 

 

The data in Table 7.2 and 7.3 show that people in a cluster community 

perceive the leadership of influential local persons in a developing country’s 

cluster as highly important, and they emphasized that people must cooperate 

through local formal and informal associations to solve their common business 

problems. Actors’ efforts cannot be made individually; they must be the result 

of a coordinated and integrated group effort. That is why we see several actors, 

not just one, who are influential in integrated and coordinated efforts. 

The associations in each cluster are composed of individual people, and 

these people differ in several behavioral characteristics, including interpersonal 

relationships, individual orientation, goal orientation, and even problem-solving 

style. Some actors who are influential in local business associations are rule-

making and open perspective leaders. As rule-making leaders, they are decisive 

in the arrangement of the rules or the mechanisms of interfirm relationships. 

The rules are important because the dynamics of interfirm relationships must be 

steered the right way to ensure progress in the cluster’s development.  
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In Semoyan, Kotagede, Mr. Abi, vice-chairman of Semar, told us that 

he respects his neighbor, Mr. Suyanto, and acknowledges him as a leader 

because he was active in mobilizing artisans in Semoyan to found Semar and 

lead its members to arrange some rules for the members of the association. He 

elaborated: 

 

“Two years ago, most small and micro artisans in Semoyan 

were not sure about the future of their business. Production cost 

became higher because of the increase of input price. At the 

same time, they could not increase the price of their products 

since it would not be affordable for their customers who were 

mainly from low and medium income people. Mr. Suyanto and 

friends (including Mr. Abi) then tried to solve that problem. 

Firstly, they tried to solve a financial problem. They looked for 

information about the opportunity to get government funding to 

improve the availability of money capital for artisans in 

Semoyan.  

 

From the local government, they got information that the local 

government could give them funding, but the business 

community had to found a business association and send 

funding proposal to the government on behalf of the association. 

Mr. Suyanto led some young artisans to found Semar and 

prepared a funding proposal to the local government. Finally, 

they got funding from the local government and production 

equipments. Then, the next agenda was how to distribute the 

funding fairly. Mr. Suyanto led the meeting to make the rules: 

(1) Funding from the government is a revolving fund, so the 

members who are eligible to obtain the funding should return it 

to the association within six months with paying a very small 

interest rate to the association; (2) The active members are 60 

artisans. The total number of members who were eligible to 

obtain the fund at the first turn is 20 members, so within one 

and a half years, all members get an opportunity to borrow the 

fund; (3) Make the list of members who would get the first, 

second, and third priority for that fund based on the needs of the 

members. (4) Other members who did not get the first turn of 

the revolving fund would obtain the first turn of equipment 

sharing. The total number was 40 of 60 members. There were 

five equipments so one group that consisted of 8 members was 

responsible for one equipment; (5) The equipment [was] 

revolved from one house to another house of the members 

within one group.   



150 | Chapter 7. The Role of Local Actors in Local Business Associations in Clusters 

 

 

All members followed the rules and got advantages from the 

sharing of equipment and revolving funds. The association was 

financed by the membership fee and the interest rate of 

revolving funds. Thus, Mr. Suyanto is one of influential leaders 

who have maintained the involvement of the members in the 

association by arranging the rules that have been beneficial for 

the members of the association.(Interview, 10/5/2008) 

 

Thus, the evidence from Semoyan shows that rule-making leaders 

strengthen the collective unity and express aspirations that inspire the members. 

They lead the efforts of the members and deepen the motivation to enlarge 

output beyond that which could be achieved without the intervention of the 

leaders. Moreover, the leaders express the values and ideas of the group and 

make the members proud of their group identity. 

In contrast, open perspective actors lead cluster members by being 

aware of changes in the external business environment. Collaboration with other 

external institutions is seen as useful to familiarize members with negotiating 

with outsiders. The actors initiate change in response to both the internal and 

external environment of the cluster. Also, they enable the members to self-

adjust easily to external changes. Thus, as Giddens (1979) states, actors have 

capabilities that generate a sense of “communality” over individual people. In 

Manding, the members of Karya Sejahtera have been impressed with Mr. 

Sardjimin’s efforts  to cooperate with external institutions like Bank of 

Indonesia, University of Gadjah Mada, and others. From the cooperation with 

Bank of Indonesia, Manding village has built a nice open room for public 

meetings and a comfortable parking place. Some automated teller machines 

have been placed there because of the cooperation with some national banks. 

The association has one workshop from the local government where the 

members can share production equipment. Mr. Sardjimin has helped the 

Manding cluster become open to external institutions to build public facilities, 

though he has still committed to a consensus in the association that the external 

(and also foreign) investors are prohibited to build showrooms and workshops 

inside the cluster to protect local artisans and traders. The local government has 

provided a special shopping area one kilometer from the cluster for external 

investors interested in doing the same business. 

Box 7.2 describes the profile of one of the actors in Basen, Kotagede. 

Note that the actor does not need to have a formal authority to be acknowledged 

as a leader by the members of the association, as long as he or she is concerned, 

gets actively involved in the decision-making process, and takes action to 

realize the collective interests. 

 

Box 7.2. Profile of Mr. Istiadi, the Founder and Principal Actor of Sari Tulang Aji 
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Mr. Istiadi (67 years of age) works as a silversmith in Kotagede. He does not 

have his own showroom; he routinely manufactures his products for some big hotels in 

Yogyakarta that have their own showrooms and his loyal client from Medan, North 

Sumatera (five hours by flight from Yogya). 

He lives in Basen, Kotagede, where Sari Tulang Aji, a local business 

association, exists. He is not the chairman of this association, though he founded it in 

December 2003. Some members wanted him to be the chairman when it was formed, 

but he declined because he felt too old to lead the association. Finally, the members of 

Sari Tulang Aji agreed to choose Mr. Istiadi’s son, Mr. Wahyono, as a chairman of Sari 

Tulang Aji. 

Mr. Istiadi is one of the influential actors at Sari Tulang Aji because he is one 

of a few who have a connection with some government agencies, including the central 

and local government. Government agencies would contact Mr. Istiadi if they had some 

programs of interest to Sari Tulang Aji. Interviews with some Sari Tulang Aji members 

indicate almost all members believe Mr. Istiadi is an agent of change in Kotagede 

because he emphasizes the need for collective awareness among Kotagede people to 

maintain its original culture. Mr. Istiadi also promotes unity to improve the quality of 

life in Kotagede; for example, he has joined and is part of the management of the 

“Living Museum,” which was founded to sustain Kotagede’s cultural heritage. 

Mr. Istiadi is concerned with the price war among retailers in Kotagede. 

Therefore, through Sari Tulang Aji, he persuades the members to determine as fair a 

price as possible. When the members of Sari Tulang Aji have an exhibition together, Mr. 

Istiadi leads them to determine a price of the products together for that exhibition. This 

is how Mr. Istiadi teaches them to get used to have a collective price determination. He 

maintains that when the members get used to talking about the product price, a sensitive 

issue in their culture, they will easily talk and solve other business problems that are 

less sensitive. 

Currently, members of Sari Tulang Aji see Mr. Istiadi’s obsession as making 

them confident, productive, and creative enough to manufacture their silver handicraft 

products successfully and maintaining a good connection with some research and 

development institutions outside the cluster. 
 

Source: in-depth interview with Mr. Istiadi (September 2007) 

 

Box 7.2 demonstrates that Mr. Istiadi made an effort to get the members 

of the association used to discussing price determination. Some local people 

interviewed stated that competition in Kotagede is unhealthy, because some 

retailers push the price down to an unreasonable level. Mr. Istiadi found the 

solution to this by garnering an agreement about the upper and lower level of 

the price Moreover, he is also concerned with the development of a network 

with external institutions, and the members of the association benefit from the 

network by the provision of technical training as well as participation in trade 

fairs.  

In the studied Indonesian clusters, the local business associations are 

varied, and there are local actors in formal and informal business groups who 

affect the decision-making process in the groups through their ability to set a 
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clear code of conduct and create networks with external institutions. The role of 

local business associations and local actors is important in influencing the 

dynamics of a cluster. As Giddens emphasizes throughout his essays and books, 

“knowledgeable” actors (i.e., people who know what they are doing and how to 

do it) act by putting into practice their knowledge. This implies that those actors 

are capable of working in creative or innovative ways. Their actions may have 

consequence of transforming the very structures that gave them the capacity to 

act (Giddens, 1984).  

7.3 Conclusion  

This chapter began with two simple research questions: What is the role 

of local actors managing interfirm relationships in the local business 

organizations? and what types of leadership prevail in the process of decision 

making in the organizations? Local business organizations, including informal 

business groups such as rotating credit saving groups, have an important role in 

Indonesian clusters to mediate common problems and interests of participating 

firms. Firms in the clusters have many problems regarding input procurement, 

government and external institution lobbying, the use of production technology 

at the required level, lack of capital, and interfirm coordination within a cluster. 

Cooperative, local business association and rotating credit saving groups can 

help participants to solve problems together. 

Local business organizations can bridge a variety of members’ interests, 

improving the performance of all members’ firms. In this situation, local actors 

prevail with leaders who steer the decision making in the clusters. This chapter 

draws three main conclusion about the leadership types in the local business 

organizations in the Indonesian clusters. First, I find that changes in a cluster are 

established by a group of leading actors within a cluster. The logic behind this 

is that if a single person cannot impose his or her vision on an organization and 

bring about substantive change, collective actors may be able to achieve such 

changes by assembling a variety of skills, expertise, influence, and legitimacy. 

Second, some actors in a cluster define rules for themselves, their 

organizations, and the cluster and allocate task responsibility and resources to 

accomplish personally identified goals. Significantly, the advantage of a cluster 

is based on the reallocation of core competencies among firms and people. 

Third, actors have a strategic orientation and anticipate environmental 

influences. Thus, they must have an open mind to implement their strategic 

orientation. 

Formal and informal business organizations are becoming increasingly 

important, because organizations in many industries enter into various forms of 

collaborative arrangements and some entrepreneurs play an increasingly 

important economic role. This chapter shows that shared values of the members 

of local associations and their identification with the collective goals of the 

cluster are often considered major factors for improving the performance of the 



Socioeconomic Structures and Actors in Indonesian Industrial Clusters  | 153 

 

firms. It is often expected that, because of the solidarity and care for the others, 

groups with shared values and a strong social cohesion are successful in solving 

their common business problems. 
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8. The Interplay Between Socioeconomic 

Structures and Actors in Clusters 

“Fortunately, after meeting several times, there was goodwill from both sides 

and appreciation for each other, and consensus was reached.” 

 (Mr. Timbul, the chairman of Setya Bawono,  

the local business association in Kasongan) 

 

My main objective is to provide an integrative analysis of 

socioeconomic structures and the role of actors in a cluster. Chapters 5 and 6 

focus on the analysis of socioeconomic structures, and Chapter 7 involves the 

role of actors. From the analysis of structures, I conclude that the studied 

Indonesian clusters are composed of socioeconomic structures and that those 

structures have a significant impact on firm performance. Chapter 7 shows that 

local actors have a significant role in managing interfirm relationships through 

decision-making processes in local business associations. This chapter’s 

objective is to combine these two issues in an analysis of the interplay between 

the role of actors and structures. 

I refer mainly to Giddens’s theory on the duality of structures and 

actors explained in Chapter 2. The framework of this chapter refers to that 

described in Chapter 3 involving an interaction of the elements of 

socioeconomic structures and the role of actors. My main argument is that 

actors have significant roles in developing socioeconomic structures of a cluster, 

and the existing local structures enable or constrain what the actors do or will 

do. 

A cluster is a specific type of embedded network in one location that is 

generally established by the initiative of some local actors. It is continued by a 

dynamic local process consisting of intensive interactions of local people and 

affected by socioeconomic factors and the role of local actors in local business 

organizations to achieve the development of their own firms and the cluster 

itself. In such an embedded network, local actors form partnerships by 

organizing efficient access to information on the availability, competencies, and 

reliability of interfirm relationships within a cluster. Actors in local business 
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organizations set a code of conduct for the organization, coordinate the 

interactions, and mobilize collective actions with the goal of improving firm 

performance and minimizing risk of opportunism and other unwanted actions. 

The history of the establishment and the dynamics of cluster 

development show the interplay between structures and actors within a cluster. 

Actors have had significant roles in managing the collective learning process 

through business organizations. Both historical and current facts corroborate 

this. To explain and explore the main issues, this chapter consists of two parts: 

Section 8.1 details the history of the establishment of the studied clusters and 

describes the role of local actors and local structures in history; and Section 8.2 

describes the dynamic process of cluster development that explores structures as 

a result of human action and actors as the developers of the structures. Section 

8.3 concludes this chapter with a summary. 

8.1 The History of the Establishment of the Studied Clusters: Local 

Actors as Pioneers and Local Socioeconomic Structures as 

Supporting Elements 

As Chapter 2 explains, according to Giddens (1976), structures can be 

reproduced and transformed only through actors who come into existence from 

within a structured environment. Changes in social structures and systems take 

place as a result of human action, which is both enabled and constrained by the 

structures (Giddens, 1981). Throughout his theory, Giddens places a great deal 

of weight on the notion that actors are knowledgeable. 

The history of the establishment of the studied Indonesian clusters can 

be interesting evidence of Giddens’s thesis about the interplay between 

structures and actors. In fact, the three clusters each grew in a different way. 

The Manding cluster is classified as an artisanal cluster, which has shown little 

dynamism and seems unable to expand or innovate, whereas the Kasongan 

cluster is an active cluster, which has been able to deepen its interfirm division 

of labor, raise its performance, and break into the international market. Though 

I classify the Kotagede cluster as dynamic, it is less so than the Kasongan 

cluster. It can be said that the Kotagede cluster is in an intermediate stage along 

the spectrum between artisanal and active clusters.  

However, all the clusters were initiated by farmers (Manding and 

Kasongan clusters) or traders (Kotagede cluster) in need of supplementary 

activities for using their labor and capital surpluses through individual 

enterprises cooperating as well as groups of firms joining forces in business 

associations. When they were successful, other villagers tried to copy their 

neighbors’ innovative behavior, and gradually, the clusters grew and turned into 

producer networks with horizontally and vertically specialized enterprises. 

Embedded ties among them made the learning process effective. Product and 

process innovations, new organization forms, and business opportunities 

emerged through the interactive processes that took place within the clusters. 
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Embeddedness created proximity, affinity, and the basis for the development of 

trustful relations, which contributed significantly to the success of the 

interactive learning process. 

8.1.1 The Kotagede silver handicraft cluster 

Situated some five kilometers southeast from the center of Yogyakarta, 

Kotagede covers an area about one square kilometer on the eastern side of the 

Gadjah Wong River. The silver handicraft business has developed since 

Kotagede was the kingdom of Mataram, capital of Yogyakarta with the 

Panembahan Senopati government, at the end of 1500. At that time, Kotagede 

was a center for making the silver keris (a traditional Javanese knife) and 

jewelry provided for Panembahan Senopati’s family. 

When Kotagede no longer served as the kingdom of Mataram, it turned 

itself into a distinguished place for artisans. Since the introduction of 

Indonesian tourism in the early 1970s, silverwork has become the hallmark of 

the Kotagede artisanship. Trade is a main activity for many Kotagede people. 

Though many of them may have vocations as government officials or public 

servants, they still engage in silver handicraft business. 

Almost all the silversmiths in Kotagede come from families that have 

had the same trade for three or more generations. When the business expanded, 

the family business was split up into separate units, and each part was owned by 

one family member. However, the management tasks are divided among the 

family members: One or two were responsible for managing the production 

process and finishing stages, and the others took care of order acquisition  and 

marketing. One example comes from the largest firm in Kotagede: HS Silver. 

Currently, it is managed by the fourth generation of the founders of the firm, the 

children of Mr. Harto (the third generation of founders died several years ago)  

Mr. Harto was the founder of the local business association at the 

cluster level, KP3Y, in the 1960s. He and some other actors led the association 

to manage joint actions. At that time, through the association, firms in Kotagede 

cooperated by sharing hand tools; information on product innovation, 

conditions, and source of raw material; and transport costs on raw materials 

through joint purchases. The goal of the joint actions was to reduce production 

costs on the one hand and to increase learning on the other; it was not 

specifically to overcome external challenges or to reach distance market, but to 

improve learning. At that period, KP3Y had a significant role to improve a 

learning process and make information sharing occur among the members of the 

cluster. This situation contributed to the improvement of business activities in 

Kotagede. 

Back to the current business conditions of HS Silver, the total turnover 

of HS Silver is 1 billion rupiah per month (€75.000). Besides marketing the 

products in local and domestic markets (Jakarta and Bali), the company mainly 

exports its product to Italy and the United States. Mr. Suryadi (53 years of age) 
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and his brothers and sisters have managed the firm since their father (Mr. Harto) 

passed away. Mr. Suryadi is the chief executive officer of the firm, and his 

brothers and sisters hold other positions such as financial director, marketing 

director, and business development director. Although they manage HS Silver 

together, each of Mr. Harto’s children has his or her own firm as well. As Mr. 

Suryadi asserted: 

 
“I am the eldest son of Harto’s family. When I was young, my 

father got me involved in the family business. Before he passed 

away, I already built my own firm with support by my parents. The 

name of my company is CV. Amie. The company was founded in 

1975. The main specialization of my own business is handbag 

leather products, since at the time I founded the company, there 

was a good opportunity in leather products. In 1985, I expanded to 

the international markets Europe and Japan. However, I am still a 

player in the silver product business. That is the core business of 

our family. My brothers and sisters also have their own business 

but they focus on silver products. The production activity of silver 

products is pooled in one big workshop, in front of our showroom. 

My mother asked me to replace my father’s position in our family 

company one year after my father passed away, and my mother 

was too tired to manage the company. (Interview, 08/09/2007) 

 

Thus, like other family firms in Kotagede, Mr. Suryadi and his brothers 

and sisters pool production, share common property, and collaborate on 

information about market opportunities and external networks. Now, they have 

diversified the family business into various business fields, such as one-stop 

shopping supermarkets, restaurants, other handicraft products, and some retail 

shops, although the core business is still silver handicraft. Another large 

company in Kotagede is Narti Silver, which is owned by the family of the sister 

of Mr. Harto (Mrs. Narti, who passed away several years ago) and now is 

managed by the children of Mrs. Narti.  

Another interesting story is from Mr. R.M. Mulyo’s family. He and his 

wife had five small firms in Kotagede: Sari Mulyo, Mawar Putih, Tujuh Loga, 

Melati Putih, and Restu, all silver product retailers. Since he divorced from his 

wife, four of their firms are owned by his ex-wife and his children. Now, Mr. 

Mulyo owns and manages his small retail shop in the main street of Kotagede, 

Kemasan Street. His company does not manufacture the products but orders 

them from local artisans and subcontractors. Some of products are 

manufactured by his eldest daughter (Mrs. Retno), who owns a workshop with 

her husband (Mr. Jamal). Mr. Jamal is the son of one of the owners of the 

medium-sized silver firm in Kotagede (Mr. Yahar). This couple built their 

company by joining two families’ firms. As explained in Chapter 7, Mr. Mulyo 
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founded an informal business group that has been effective as a rotating saving 

group among the members and has been considering starting a business 

association from that group. In addition to the rotating savings, information 

sharing as well as joint marketing occurs among the members of the group. 

Thus, the Kotagede cluster has been surviving for five centuries since 

the cluster has developed as a family business structure. Most firms belong to 

the third or fourth generation of silversmiths in their families, who get support 

from relatives in running the firm, at present just as at the time of its 

establishment. The members of the families pool and mobilize the financial and 

managerial resources needed for their business operations and share common 

property, thus expanding their firms. Actors in local business associations as 

well as informal business groups significantly contribute in leading local people 

in the learning process within the cluster.  

8.1.2 The Manding leather handicraft cluster 

The Manding cluster is located at Parangtritis Street, which is 11.5 

kilometers from the center of the Yogyakarta province. In the streets around the 

crossroads of Manding village, there are dozens of showrooms with leather 

products with bags, shoes, jackets, and small souvenirs. Ratno Suharjo (77 

years old; Interview, 20/07/2008) with his two brothers, Prapto and Yoto (both 

now deceased), are the pioneers of the leather handicraft business in Manding. 

In 1957, they stayed in the house of their uncle, who was the manufacturer of 

leather equipment for the horses of the Yogyakarta Palace family. There, they 

learned to make leather bags. 

In 1958, they returned to their hometown, Manding, where work was 

mainly in farming; however, farm productivity tended to decrease from year to 

year. They started making leather bags by recruiting and giving some technical 

training to some local young people. When traditionally leading producers are 

pioneer innovators, other producers may not easily imitate adoption, because 

pioneers are not their peers, those with whom they easily identify. However, in 

such a situation, it is possible that the pioneers will stimulate innovation 

adoption by others who are embedded in their network. 

In 1976, they built a leather research and training center as an embryo 

of a local business association in the cluster. Ratno says, “At the end of 

the1970s, we conducted some training once a week. At that time, about 20 

people joined and started to become leather craftsmen,” (Interview, 20/07/2008). 

In 1980, some of them were able to send products to the Netherlands, Germany, 

Australia, the United States, and Japan. At that time, the Suhardjo brothers 

started to produce leather bags. They also collected orders at domestic markets, 

received advance payments, and distributed the work among their colleagues in 

the cluster. They had a crucial role in production as well as in marketing. As Mr. 

Sardjimin, the chairman of Karya Sejahtera (the local business association in 

Manding), asserted: 
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“We Manding people, especially the leather artisans, really 

admire ... Bapak Ratno and his brothers (Pa Prapto and Pa Yoto), 

who already passed away several years ago. Because of their tough 

efforts, the Manding cluster has become well-known as a leather 

handicraft cluster in Indonesia as well as in the international 

market. They did not stop finding market opportunities in the 

domestic market, but also started to expand into international 

markets. Unbelievably, within ten years, they could sell leather 

products to some international markets: the Netherlands, Germany, 

Australia, the United States, and Japan.” (Interview, 09/10/2007) 

The development of the Manding cluster has seen ups and downs. Some 

craftsmen closed their workshops and showrooms during the crisis of 1997 and 

after an earthquake in May 2006. The total number of people still engaged in 

the leather handicrafts business is about 25. Most of them joined Karya 

Sejahtera, the local business association at the cluster level. The cluster 

produces some handicrafts from natural fibers. Interviews with some artisans 

and the formal leader of the local business association in Manding revealed that 

the existing Manding artisans were committed to protect their business area 

from external investors: They did not allow any outside investor to build a 

workshop or showroom in Manding. 

8.1.3 The Kasongan ceramic handicraft cluster 

The Kasongan industrial center is located in the Bangunjiwo village, 

Bantul district, about ten kilometers to the southwest from the centre of the 

Yogyakarta province. The Kasongan cluster has developed as a tourism 

destination with local ceramic industries as its main attraction. The cluster 

started in the early 1980s, when some local people looked for other productive 

works beyond their paddy fields and farming activities and founded one 

cooperative (now called Setya Bawana). Through the cooperative, they did such 

collaborative actions as joint purchases in raw materials, equipment sharing, 

and joint marketing through trade exhibitions introducing Kasongan as a new 
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cluster of ceramic handicraft. Thus, some local traders initiated and developed 

the area to become the ceramic handicraft cluster and led the cooperative to 

coordinate joint actions among local people. 

Many local people believe that the development of the cluster came 

from collective actions of some local traders. They looked for other productive 

works beyond their paddy fields and farming activities. Initially, the local 

traders developed production as well as a shopping area on the east side of the 

river of the village. As Mr. Mir, a local micro artisan/manufacturer who lives on 

the east side of the river, stated: 

 
“In the early 1980s, some of us decided to stop being farmers and 

saw an opportunity to develop ceramic handicraft products since it 

was not difficult to get raw materials to produce the products. They 

founded a cooperative for local people to learn together about how 

to make ceramic handicrafts from clay and how to obtain clay from 

the neighborhood. It was very cheap. Some of us learned how to 

produce ceramic products from other regions in Indonesia; for 

example, they went to Purwakarta (West Java, Indonesia) and 

worked as artisans– laborers over there. After having some 

knowledge, they came back and taught local people on how to 

make ceramic handicrafts in the cooperative. That was the way this 

area developed to be a ceramic handicraft cluster. Some of us 

worked together through the cooperative to start producing ceramic 

handicraft products and built our workshops and showrooms. 

Many local people worked as artisans–laborers in the workshops 

and tried to build their own workshop after several years working 

as artisans–laborers.” (Interview, 08/06/2008) 

 
At that time, farmers used the west side of the river for their crops. In 

the late 1990s, the Bantul district government built a bridge to connect the east 

and west sides of the village, which was separated by the river. Today, the 

paddy fields have turned into showrooms and workshops for outside investors. 

Many local people decided not to farm any longer and sold their land to the 

outsiders. Activities on the east side of the river changed to become an area of 

trade, not just one of the production workshops owned by local people. Since 

then, most local people have pooled their activities with their workshop and 

showroom on the east side of the river, and newcomers or outside investors 

have rented the land and houses for their workshops and showrooms on the 

west side. 

During my fieldwork, I found that there were some foreign investors 

who have luxurious and comfortable showrooms, but unfortunately, I could not 

meet and interview them because none of them lives nearby Kasongan. 

Consensus exists with local Kasongan people how to act with foreign investors: 
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Outsiders are not allowed to invest and build workshops or showrooms on the 

east side of the river. One of the outsiders, a couple from Surabaya (East Java, 

Indonesia), Mr. Jayadi and Mrs. Mimi expressed how they felt about that: 

 
“It was not easy to be accepted by local people in Kasongan. Many 

of them were against outside investors like us. The first five 

months, they demonstrated intimidating behavior like throwing 

stones at our showroom. We were just silent but tried to contact 

some local people who were cooperative. We began to recruit 

some of them to be our artisans– laborers in our workshop. In 

addition, when we bought the land here [on the west side of the 

river], the price was very high compared with the land at the east 

side. They intended to sell their land at a higher price to any 

outsider. However, we saw there were huge business opportunities 

in this area, so we decided to buy and built our own showroom. At 

the first two years, our workshop was at the backyard of our 

showroom, but our business has developed very well so we could 

buy a half hectare land that is located 500 meters from here.” 

(Interview 11/07/2008) 

 

In summary, the Kasongan cluster has developed through learning 

processes among local people through the local cooperative, which was led by 

some influential actors and the interactions of local people and outsiders. Local 

structures have helped people improve the success of learning processes 

through embedded ties among local people. Nowadays, there are many ceramic 

business units in the village with a workshop and showroom at the same place. 

The area has been experiencing a massive business growth and has become 

famous as an attractive ceramic handicraft cluster delivering products for both 

domestic and international markets. 

8.2 The Dynamic Process of the Cluster Development 

From the history of the establishment of each cluster, this study shows 

that the clusters have developed through a learning process among local people 

in local business organizations. The process originates from the dynamic 

capabilities of local people. In the early stages of this process, unused local 

resources (financial and human) were mobilized through the local organizations 

led by influential actors, putting these resources to effective use. This process 

breaks down investments into small risk-taking steps: The enterprise of one 

creates a foothold for the other, such that ladders are constructed that enable 

small enterprises to climb up and grow. Local firms do not have to acquire 

equipment for the entire production process. They can concentrate on particular 

stages, leaving other stages to other firms.  
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In addition, the clusters have made it possible to overcome the 

traditional trade-off between costs and differentiation, in that their advantage is 

based on the reallocation of core competencies among local entrepreneurs. Thus, 

in Manding, Kasongan, and Kotagede, clustering has served as not only a 

collective survival means but also as a dynamic strategy of local people. 

8.2.1 Structures as a production of human actions 

The success of the dynamic process depends on the type of governance 

of interfirm relations (Schmitz, 1995; Visser, 1996; Dei Ottati, 2003b). Without 

the intensive interactions among the firms in a cluster, the dynamic process 

would be limited to serving a collective strategy. The dynamic process comes 

from dense social networks that ensure trust and reciprocity among local people. 

For example, in the studied clusters, purchasing inputs as well as marketing 

often is accomplished through the cooperative. Rotating savings (arisan) groups 

are also quite common. In the three clusters, some of the retailers interviewed 

stated that they often supply raw materials, technological assistance, and 

sometimes even credit to some of their subcontractors. As Mr. Jamal, a 

respondent from a medium-sized manufacturer/retailer in Kotagede, expressed: 

 

“Our parents showed us how to keep a good relationship with our 

business partners, including our subcontractors and artisans. They 

always said that all of us are neighbors, so we are a big family, 

although we do not have a kinship. That is our value. We believe in 

the advantage of social ties for our business achievement. The 

development of the Kotagede cluster has proved that collective 

actions are a critical factor to explain growth and performance.” 

(Interview, 20/08/2007) 

 

In Kasongan, the most dynamic of the three clusters, a well-developed 

system of subcontracting results from reciprocal relationships between 

retailers/traders and subcontractors. The ability of subcontractors to finish a 

wide variety of products within short delivery times allows the retailers to 

satisfy market demand. Maintaining stable relationships between them is 

essential to guarantee quality and service. Mr. Timbul, the owner of the largest 

firm in Kasongan, explained: 

 
“My products are high-quality products. All people who work with 

me know that. What I have been doing is making my workers, 

subcontractors, and other partners trust me. I never lie to them. I 

always keep my word; a promise is a promise. Once I promised 

them to give a higher margin to anyone who could deliver a higher 

quality product, I will fulfill that promise, no doubt about that. On 

the other hand, I ask them to keep their reputation with me as 
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dependable partners. There are over 200 local subcontractors who 

work with me, and no one ever breaks our informal agreement: 

Quality is number one and the higher margin is the promise.” 

(Interview, 31/06/2007) 

 
In Kotagede and Kasongan, the majority of the subcontractors 

interviewed agreed that they try to work hard in developing and adapting 

products to the needs of the retailers/traders. They are now more satisfied about 

their relationships with the retailers, and they try to set up stable linkages, 

increasing their ability to cooperate in defining fashion trends and product 

characteristics. This situation shows that cooperation among local people in the 

clusters supports market ties among them. Market ties mean the guarantee of 

producing products at the required quality level and more competitive prices. 

Social embeddedness engendered by trust and reciprocity motivates local 

people to deliver products in time as well as manufacture a variety of high-

quality products.  

Manding has a different story regarding the influence of the 

socioeconomic structure in the dynamic process of the cluster’s development. 

There, only few firms still manufacture for themselves. Only about 25 firms 

manufacture a small portion of the total amount of products that are sold in the 

area. Some of the retailers interviewed stated that they often order leather 

products from other regions because the number of local artisans and 

subcontractors is decreasing day by day. In addition, leather products from other 

regions are much cheaper; some of the clusters elsewhere are closing down 

because of floods. 

However, because they live in a rural area, embeddedness among them 

is quite high. From the interviews it is clear  that this embeddedness also 

influences the way they treat business partners. It is still useful for them to 

relate face-to-face with their associates, although the division of labor in this 

cluster is limited. Local medium-sized manufacturers still employ local 

artisans–workers and use local subcontractors to work on parts of their 

production process. “Neighbors are still neighbors; we have to keep good 

relations with them, and trust is most important when we do business with 

them; but beyond that we consider the price they offer and the quality of 

products they produce,” said Mr. Heri, a small retailer in Manding. 

Intensive interactions between local people influenced by both 

economic and social factors constitute the socioeconomic structure of a cluster. 

The structure facilitates coordination as well as competition between local 

people within the cluster and, in turn, creates the dynamics of the process of 

developing the cluster. It also stimulates the development of individual firms as 

cluster members. 

Socioeconomic structures influence the effectiveness of people in 

taking advantage of the local environment. Social structures facilitate the 
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progress of maintaining stable linkages among local people, and economic 

structures encourage local people to maintain economies of scale and high 

business efficiency. Many firms have been able to introduce important 

improvements in the organization of the production process and the quality of 

their products, although they still maintain a traditional strategy of 

commercialization based on price. Social structures also diminish uncertainty 

and business risks that are usually common in every business, thus creating a 

stable and fairly safe environment in a cluster. Such an environment enables 

firms to operate at lower costs and become more innovative, which improves 

firm performance (see Chapter 6 for a detailed discussion). 

8.2.2 The role of actors as developers of structures 

In the three studied clusters, interactions among local people trigger 

learning dynamics and enhance the ability of actors to modify their behavior 

and find new solutions as their competitive environment changes. Furthermore, 

it is worth noting that local actors have a role not only in the collective actions 

in the form of cooperation between individual enterprises, but also in the form 

of groups of firms joining forces in business associations and the like. The 

clusters’ socioeconomic structures not only are supported by individual 

cooperation but also originate from collective actions that occur in local 

business associations. Sharing equipment or developing a new product can be 

accomplished by cooperation among individual enterprises, but there are many 

kinds of problems that can be solved only by local business associations. 

The key issue of a collective strategy is the need to control critical 

resources. This is a particularly crucial decision issue for a smaller firm, which 

typically does not have the power to control these resources. Collective action is 

not simply a mode of harmonizing interests; it is also employed to mitigate 

conflicts between local people (Williamson, 1975). One of the problems in 

Kasongan is facing the “invasion” of outside investors. Within the past five 

years, some outside investors have taken advantage of the production skills of 

some local firms that were unable to sell their own products on the market and 

had become subcontractors. The investors started by buying farming land 

offered by the local farmers who had decided to drop farming. At that time, 

Kasongan had become popular as a ceramic handicraft cluster, so the investors 

saw huge business opportunities. They brought a lot of money and built big 

workshops as well as showrooms. 

Local people saw this as an invasion of outside investors—a threat. As 

Mr. Jayadi, one of the outsiders, stated, local people intimidated the outsiders at 

their showrooms or workshops. This happened several years ago. Some local 

actors who were active in the local business association took a significant action. 

Setya Bawono, the local business association for the Kasongan artisans, 

organized several meetings to identify the main origins of the conflict. Its 

leaders asked local government to attend the meeting and become a mediator 
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between outsiders and local people. The solution that was found proposed that 

each of them should have a separate area in which to do business. As mentioned 

previously, the east side of the river is for local people and the west side is for 

outsiders. Some local people were appointed to control opportunistic behavior 

of local people who were willing to sell their lands on the east side to the 

outsiders to obtain higher prices. Mr. Timbul, the current chairman of Setya 

Bawono, explained the negotiation process: 

 
“The conflict had sharpened. It resulted in some destructive actions. 

We thought it was not good for all business players in Kasongan, 

not only for the outsiders. Initially, the local government mediated 

for us. They called us and the outsiders at one meeting. It was not 

successful. We learnt from that meeting: it should be us who 

should mitigate that conflict. We were part of the local people, and 

we trusted each other. It was not easy for us to talk with both sides. 

But, fortunately, after meeting several times, there was goodwill 

from both sides and appreciation of each other. Consensus was 

reached about which area should be for locals and which area for 

the outsiders.” (Interview, 30/06/2008) 

 
In addition to Setya Bawono, there was another local economic 

institution involved in mitigating the conflict between the locals and the 

outsiders: Koperasi Mentari (Mentari Cooperative), a local Islamic business 

organization for women at the Bantul district level, where Kasongan is located. 

Some female artisans/retailers from Kasongan had joined this cooperative, both 

locals and outsiders. The chairperson of this cooperative, Mrs. Mimi, the wife 

of Mr. Jayadi, is an outsider. This cooperative often conducted meetings to 

discuss the conflict and asked its members to make their husbands understand 

that it is necessary to be cooperative with each other. They understand that 

women have a significant role in influencing the business behavior of their 

husbands. “The women’s cooperative movement was very successful in 

creating a peaceful business environment in Kasongan. Every day, we reminded 

our husbands of the importance of a peaceful business environment in 

Kasongan,” Mrs. Mimi explained to us when we attended a Koperasi Mentari 

meeting. 

In Kotagede and Manding, local actors have their own way in facing 

outsiders in a cluster. In Kotagede, the locals were aware that some outsiders 

pushed the price down to attract consumers. This was not a healthy business 

environment. Some local actors at the subcluster level have had a significant 

role in facing the problem. They asked the outsiders to join the associations and 

even join the rotating credit savings groups in the subclusters. They were more 

cooperative toward the outsiders and decided not to create a conflict; rather, 

their goal was a stable and fair business environment. The interviews indicate 
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that it has not been successful yet; talking about price determination is still not 

easy during local meetings. One of the local business associations that was 

successful in reaching an agreement about price setting among the members is 

Sari Tulang Aji in the subcluster Basen, Kotagede. Mr. Istiadi, one of Sari 

Tulang Aji’s influential actors, asserted: 

 

“There was no choice for us other than talking about price 

determination of our products. It is an essential condition to create 

a fair business environment. We already have some difficult 

problems with the availability of inputs and marketing of our 

products, so a conflict between us would make the situation more 

difficult. That was the reason why I encouraged the members to 

talk about price determination. Fortunately, they accepted the ideas 

and at every meeting we now talk about pricing and remind our 

colleagues [what will happen] if they push the price very low.” 

(Interview, 07/09/2007) 

 
Before the outsiders came to Manding, the locals agreed through the 

local business association Karya Sejahtera not to accept the outsiders building 

showrooms inside the cluster. The village government as well as the district 

government did not intervene with the locals’ decision. The district government 

provided a shopping center area for outside investors one kilometer outside the 

Manding cluster area. However, there is still a conflict in Manding among local 

people: There is disappointment among some members of Karya Sejahtera 

about some of the association’s management decisions. They think the 

decisions were only beneficial for the management, and there was information 

from external institutions that was given only to the management. 

Some of them decided to drop membership of the association and tried 

to mobilize support from other local people to found a new association. Others 

kept silent and avoided having an open conflict with the management: “I think 

attending the meeting of the association is still beneficial for me since there is 

still useful information that is given at the meetings, and other benefits such as 

the technical trainings offered by the local or central government. Moreover, I 

still want to join the rotating savings group, which is like money saving for 

me,” said Mrs. Purwanti, a small leather artisan. 

Thus, some local actors in local business associations have a significant 

role in creating a peaceful and fair business environment. It is part of the way 

local actors constitute socioeconomic structures of a cluster and how they 

support the advancement of the dynamic process. Making rules, mitigating 

conflicts, and mobilizing resources are the significant contributions of local 

actors in the local business associations. However, the roles could not be 

significant in solving problems if specific socioeconomic structures did not 

prevail: The actors need the existence of social cohesion among the members of 
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the clusters so they can ask the members to sit together to settle a dispute and 

find a solution. The other members must trust the actors; otherwise, they would 

not follow the rules agreed on under the leadership of local actors. As Mrs. 

Mimi stated: 

 

“We have to be close to each other first, before asking them to be 

able to solve the conflict. It took time, but our strategy was to 

conduct a routine informal meeting. The meetings were relaxed 

that way. We asked the members to talk freely about their business 

as well as household problems. We tried to be good listeners. We 

also tried to make the members aware of the negative impact of the 

conflict. Finally, we became a big family and we trust each other. 

That is an essential condition to make them follow what we want 

them to do regarding the mitigation of conflicts.” (Interview, 

06/06/2008) 

 

Moreover, the actors have the power to mitigate successfully as well as 

mobilize resources. Giddens (1981) continually relates power to actors. He sees 

power relations as continually produced and reproduced in a context, related to 

the invocation of rules and the mobilization of resources (Giddens, 1981). A 

diffused notion of power is crucial to Giddens’s (1984, p. 14) concept of actors: 

“To be an agent is to be able to deploy (chronically in the flow of daily life) a 

range of causal powers.” An agent ceases to be influential if he or she loses the 

capability to make a difference—that is to exercise some sort of power. Power 

is the means and degree of control over human and material resources 

(Colignon and Covaleski, 1991). At the cluster level, control (or power) is 

exerted by social consensus through processes that facilitate communication and 

consensus among the actors. The logic of personal choice and ongoing social 

interaction provides the context for action. In this context, leadership is a 

necessary consequence of social activity. In each case, it is evident that 

community leadership results from a high degree of voluntary activity in 

community affairs. But to the extent that activity in voluntary associations leads 

to having an impact on community change, specific actors become activists and 

leaders. 

Furthermore, many small firms need a more active commercial strategy 

to be successful in an increasingly competitive market. Therefore, actors 

distribute information about trading exhibitions and coordinate joint actions in 

marketing, advertising, and market research through the local business 

associations. For example, Mr. Istiadi from Sari Tulang Aji is active in seeking 

information about trading exhibitions for the members of the association. When 

he gets that information, he asks the chairman of Sari Tulang Aji to hold a 

meeting and coordinate the members in preparing a joint exhibition by 
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producing more varied products and determining the margins for the 

participants. 

At Karya Sejahtera meetings, Mr. Sardjimin always informs the 

members about the possibility of joint marketing as well as joint exhibiting at 

trade fairs. He coordinates the members in collecting the products that will be 

exhibited. Mr. Sardjimin has a good network with external institutions, 

including government and private institutions, so the members of the 

association can take advantage of his networks to do joint marketing. Karya 

Sejahtera provides a workshop that can be used by all its members. There, the 

members can learn the most efficient production process together. My 

observations in the workshop indicate that there are intense talks among the 

members about how to produce effectively and efficiently.  

Thus, the actors use local business associations to facilitate collective 

learning of their members. As Chapter 7 concludes, there are role-making and 

open perspective actors. Through local business associations led by the actors, 

the innovation capability, which usually takes place inside an individual firm, 

becomes a collective process in a cluster, based on common knowledge 

accumulated in the community rather than in the firms. This process enhances 

local innovation capability. Collective learning supports the transformation 

within the cluster. As Giddens (1981, p. 28) states, in the perception of actors, 

power is defined as situated in a “transformative capacity.” Because 

transformation occurs through social relations, power can then be related to 

rules and resources. Power and the social relations through which it manifests 

itself are directly related to the actors’ production capacity (Giddens, 1984). The 

transformation of the structure of a cluster that results from the action of local 

influential actors is significant evidence of the interplay between socioeconomic 

structures and the role of actors within the clusters. 

8.3 Conclusion 

The establishment and development of the clusters provides interesting 

evidence about the interplay between structures and actors. Deliberate actions in 

local business associations have stimulated the development of the clusters that 

originate from the dynamic capabilities of local people. Structures are 

composed of the behavior of local people in interfirm relationships within the 

clusters, and the success of the actors’ actions is facilitated by socioeconomic 

structures. The actors, together with the members of a cluster, can create a 

peaceful and fair business environment with the support of the existing 

socioeconomic structures. This is important in the successful development of a 

cluster and the performance of individual firms.  
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9. Conclusion and Research Implications 

This final chapter contains my conclusion and describes the theoretical 

as well as political implications of this study’s findings. It also looks ahead and 

suggests what further research would be useful considering the limitations of 

this study.  

9.1 Concluding Remarks 

My conclusion involve three main issues: (1) socioeconomic structures 

of the clusters, (2) the role of actors in local business associations, and (3) the 

interplay between the two. My research consisted of fieldwork conducted from 

July 2007 to July 2008. This included in-depth interviews with participating 

local people (retailers, manufacturers, subcontractors, workers, and suppliers) 

and local government, a survey of 210 firms (local retailers, manufacturers, and 

retailers who have their own workshops) using a questionnaire, and 

participation and observation of meetings of local business associations and 

rotating saving groups. I found seven main conclusion about the dynamics of 

the studied Indonesian clusters: 

1. Competition occurs in the three clusters. Although firms still 

maintain their traditional commercialization strategy based on price, they have 

extended their concerns to improve the quality of products to compete with their 

rivals. From their responses to the questionnaire, it becomes clear that most 

respondents consider the quality of their product, not price, the most important 

factor of their firm’s competitive advantage within the cluster.  

However, in Kotagede and Manding, the intensity of competition is 

more intense among small firms and among medium firms than among larger 

firms. In contrast, in Kasongan, the competitive pressure is felt among all kinds 

of firms. In the Kasongan cluster, many firms agree that small, medium, and 

large firms are their competitors as long as they provide the same products. 

Nevertheless, in the three clusters, competition among micro firms (mostly 

artisans and subcontractors for local manufacturers and traders) is not as high as 

it is among other kinds of firms.  
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In Kotagede and Kasongan, many of the enterprises interviewed agree 

that market linkages among them have dynamic effects, which may induce 

economic actors to introduce innovation in processes, products, or forms of 

organization and contribute to the growth of the clusters. Conversely, in the 

Manding leather handicraft cluster, the degrees of specialization and interfirm 

relationships are limited primarily because of the small size of the market and 

low competitive pressures. As a result, many retailers get their products from 

outside manufacturers. However, potential for learning through 

spillovers/benchmarking exists because few manufacturers have connections 

with world-class wholesalers outside the cluster, and some local subcontractors 

work with manufacturers to meet the wholesalers’ demand. 

2. Social embeddedness exists when local people trust each other and 

reciprocal relationships prevail. Interpersonal and interorganizational trust 

among firms is useful to mediate diverse private interests in firms’ relations to 

pursue collective interests in the development of the clusters. Reciprocal 

interdependencies make the clusters’ community feel satisfied living and doing 

business in the same area. Not only does trust prevail in their personal life when 

they consider their neighbor firms as their friends; it also exists when they trust 

their neighbors because of their cooperative behavior, reputation, and capability. 

Reciprocal relationships exist at the cluster level among local firms. 

The respondent firms demonstrated that they can benefit from their multiple 

linkages at the cluster level by attaining significant development. The more 

reciprocal relationships there are among the local firms, the more firms can 

pursue superior performance, improve their innovation skills and specialization, 

and create new technical processes and products. The members of the clusters 

believe that what they receive from the clusters is not different from what they 

are giving. In other words, the relationships are considered reciprocal. 

In addition, respondents also thought that they benefited more from 

being located within than outside the clusters. Reciprocal relationships within 

the clusters motivate each member firm to do its best to improve interfirm 

relationships because members feel more secure and comfortable being among 

partners. Moreover, they believe that their reciprocal relationship can lead to 

improvement in firm performance. 

3. Although social embeddedness exists in the clusters, most of the 

participating firms realize that there are some firms in the cluster that take 

advantage of other firms for their own self-interest and benefit. They behave 

opportunistically in their relationships and in turn, such behavior could be 

destructive for both partners. In fact, opportunistic behavior will affect a firm’s 

reputation because information on a firm’s opportunistic behavior easily spreads 

to the other firms in a cluster. Due to close proximity, firms simply cannot 

collaborate with others when their reputation in the cluster has faltered. 

In addition, most of them recognized that there are some firms in the 

cluster that imitate the design of others without contributing anything to the 
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product development process itself. These free-riders usually exploit resources 

created by innovative firms, imitating successful products at lower cost and 

quality. 

Although most cluster members have had a bad experience in terms of 

the cooperation with other firms, they still trust each other because of the long 

relationship and are not willing to dissolve the cooperation. In some cases, 

when they do not trust their neighboring firms, they choose not to cooperate 

with them but avoid having a conflict with them. They decide to maintain the 

social relationship with those kinds of partners but not a business relationship. 

Furthermore, I noticed that inward-looking behavior exists in the three 

clusters. There were some firms that had no links to outside institutions, which 

could contribute innovative ideas. Some of them had no contact at all with the 

training or research and technology centers the local government provides. 

Inward-looking behavior may prevail in the clusters because local firms can 

exploit the advantages of external economies and joint actions within the 

clusters. Knowledge spillovers among local people as well as collective actions 

through local business associations can contribute significantly to the success of 

the interactive learning process. The need to realize product and process 

innovation can be fulfilled through the interactive processes that take place 

within the clusters. 

4. The simultaneity of market relations and social embeddedness among 

participating firms emerges in the three studied clusters and constitutes 

socioeconomic structures of the clusters. Using a regression analysis on data 

from 210 firms in three Indonesia industrial clusters, I tested several sets of 

hypotheses. The models clearly show that all independent variables that include 

cooperative and competitive behavior and interaction variables between the 

firms’ classification and the behavior together significantly affect the three 

indicators of individual participating firm performance. This means that the 

simultaneity of market relations and social embeddedness has a positive and 

significant impact on the firm’s performance, as indicated by the improvement 

of firm’s innovation capability, basic capabilities, and business performance 

affected by the social and economic behavior of local people in firm’s 

connections. 

Facing competition stimulates firms to improve productive efficiency to 

generate business achievement over other firms. This situation is reinforced by 

embeddedness among firms that facilitate knowledge development and 

utilization. Knowledge development and utilization enable firms to enhance 

resources, skills, and capabilities. Furthermore, the simultaneity of competition 

and social embeddedness in the clusters can prevent some unwanted actions like 

opportunism, free-riding, and inward-looking behavior. Opportunistic behavior 

can be prevented by intensive interactions among local people, and the negative 

effects of free-riding and inward-looking behavior can be offset by the existence 

of competition among them.  
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5. Some local actors have a significant role in coordinating collective 

efforts through influencing the decision-making process in the local business 

associations. This study shows that major changes in a cluster are likely to be 

established by the presence of a group of actors within the clusters. They are 

characterized as rule-making and open perspective leaders.  

As rule-makers, actors have a significant influence in the decisions 

about the rules and mechanisms of interfirm relationships for the sake of the 

development of individual firms and clusters. They strengthen the collective 

unity, and they express aspirations that inspire the members. They lead the 

efforts of the members and deepen the motivation to enlarge output beyond that 

which could be achieved without the interventions of the leaders. The leaders 

have a set role, and the members have expectations about appropriate behavior; 

they may make an effort to modify a leaders’ behavior.  

Open perspective leaders are active in developing networks with 

external institutions. These actors initiate change in response to both the internal 

and external environment of the cluster. Such efforts open the clusters to 

external information and help prepare the members for changes. 

6. Local business associations represent local economic institutions, 

where local people act as a collective to improve the development of the 

clusters and firms. Local business associations are useful as a medium for the 

association members’ collective actions. However, some people think that 

joining business associations is not necessary and would not influence the 

improvement of the performance of their firms.  

In addition, rotating credit savings groups appear as alternative business 

groups that are useful for improving social cohesion among local people as well 

as providing savings institutions. Some rotating groups have extended their 

activities beyond raising capital from their members such as joint marketing and 

joint input-purchasing. 

7. The interplay between socioeconomic structures and the role of 

influential actors influences the dynamics of interfirm relationships. Deliberate 

actions in local business associations have stimulated the growth of the clusters 

that originate from the dynamic capabilities of local people. Socioeconomic 

structures constituted by the behavior of local people facilitate coordination as 

well as competition among them. Influential actors lead the decision-making 

processes in the local business associations that enable the cluster members to 

take advantage of the internal environment and external networks. 

The history of the establishment of the studied Indonesian clusters 

provides interesting evidence about the interplay between structures and actors. 

In fact, the three clusters studied grew in different ways. The Manding cluster is 

classified as an artisanal cluster, which has shown little dynamism and seems 

unable to expand or innovate, whereas the Kasongan cluster is dynamic, able to 

deepen its interfirm division of labor, raise its performance, and break into the 

international market. Although I classify the Kotagede cluster as dynamic, it is 
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less so than Kasongan’s. It can be said that the Kotagede cluster is in an 

intermediate stage along the spectrum between artisanal and active clusters. 

However, all the clusters were initiated by farmers (Manding and 

Kasongan clusters) or traders (Kotagede cluster) in need of supplementary 

activities for using their labor and capital surpluses through individual 

enterprises cooperating as well as groups of firms joining forces in business 

associations. When they were successful, other villagers tried to copy their 

neighbors’ innovative behavior, and gradually the clusters grew and turned into 

producer networks with horizontally and vertically specialized enterprises. 

Embedded ties among them made the learning process effective. Product and 

process innovations, new organization forms, and business opportunities 

emerged through the interactive processes that took place within the clusters. 

Embeddedness created proximity, affinity, and the basis for the development of 

trustful relations, which contributed significantly to the success of the 

interactive learning process.  

Moreover, this study shows that the clusters have developed in a 

dynamic process, which comes from dense social networks that ensure trust and 

reciprocal relationships among local people. Intensive interactions among local 

people influenced by both economic and social factors constitute the 

socioeconomic structure of a cluster. The structure facilitates coordination as 

well as competition among local people within the cluster and, in turn, creates 

the dynamics of the process of developing the cluster. It also stimulates the 

development of individual firms as members of the clusters. 

Socioeconomic structures of the clusters not only are supported by 

individual cooperation but also originate from collective actions that occur in 

local business associations. Collective action is not simply a mode of 

harmonizing interests but rather is employed to mitigate conflicts among local 

people. Some local actors in local business associations have a significant role 

in creating a peaceful, fair, and healthy business environment. This is part of the 

way they facilitate socioeconomic structures of a cluster and how they support 

the advancement of the dynamic process. Making rules, mitigating conflicts, 

and mobilizing resources are the significant contributions of local actors in the 

local business associations. Thus, the actors use local business associations to 

facilitate the collective learning of the members.  

9.2 Theoretical Implications 

The conceptual framework of this study (Chapter 3)  describes how I 

consider the interplay between socioeconomic structures and the role of 

influential actors to explain the dynamics of interfirm relationships in the 

studied clusters. Drawing on Giddens’s structuration theory, new institutional 

economics, new economic sociology, and strategic leadership theory, I describe 

how social and economic factors coalesce into structures, influential actors are 

acknowledged as community leaders by the members of the associations, and 
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the interplay between socioeconomic structures and actors prevails to affect the 

dynamics of the clusters. 

This study adds to a growing stream of literature in strategy 

management involving the emergence and performance of an industrial cluster. 

Although several scholars have improved the understanding of particular issues 

affecting industrial clusters, they neglect the integrated relation between 

socioeconomic structures and the role of actors. By putting forth a model of 

clusters based on concepts from economics, sociology, and organizational 

theory; integrating different linkages; putting both competitive and cooperative 

behavior of clustered firms into a model; and tracing the behavior to the 

clustered firms’ performance, this study contributes with a new perspective and 

new knowledge about what occurs in clusters, particularly in clusters in an 

emerging economy.  

In addition, this study contributes to the development of a process 

approach of leadership and strategic change in pluralistic organizations like 

industrial clusters. Such a perspective become increasingly important as 

organizations in many industries enter into various forms of collaborative 

arrangements, possibly because the workforce has become more diversified as 

internal markets and networks penetrate organizational structures and local 

actors have increasingly important economic and social roles. 

9.3 Policy Implications 

In this study, I consider industrial clusters in developing economies like 

Indonesia appropriate to explore the various dimensions of patterns of interfirm 

relationships, from the bright side to the dark side of such mechanisms. I also 

examine the role of local actors in coordinating the relationships. When 

advocating clustering as a strategy for mobilizing rural resources, it may be 

important to specify the necessary conditions for improving the clustered firms’ 

ability to exploit gains. 

The results of the study show that the studied Indonesian clusters have 

developed through a dynamic process determined by socioeconomic structures 

and the role of local actors. Socioeconomic factors stimulate local people to 

have relationships with neighbor firms to improve their financial performance, 

manufacturing, marketing, and innovation capability. Together they have 

determined what to do to improve the development of their own firms and the 

clusters. Some local actors initiate some collective actions through local 

business associations to solve common business problems for the sake of 

collective interests. 

I propose some policy considerations as implications of this study’s 

findings involving the way the Indonesian government must act to stimulate, 

develop, and improve its clusters. The clusters are the center of the small and 

medium enterprise development and the core of the people’s economy. One of 
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the hallmarks of a cluster-based development is the socially organized network 

of relationships among local people. 

This represents a departure from the standard economist’s approach to 

policy intervention, which emphasizes market-oriented solutions as the key to 

rapid economic development (aside from specific justifications for government 

interventions). International experience suggests that an efficient cluster leads to 

rapid industrial growth and a flexible industrial structure. Industrial extension 

programs must be reformed to be genuinely useful and likely to enhance firm-

level as well as cluster level productivity. 

Mainly, most clusters in Indonesia are a rural and village phenomenon, 

so these considerations involve the rural development policy in Indonesia. The 

Kotagede silver handicraft cluster is located in the central city of Yogyakarta, 

but the way of life of the people from Kotagede is classified as a village. Law 

22/1999 on local governance has introduced the possibility of a renewal and 

self-rule for village institutions that were uniform, authoritarian, and corrupt 

under the New Order government and often in disrepute. It is an enormous task 

to rebuild democratic and autonomous communities after decades of 

intervention and often harsh political control. The new legislation has been 

greeted by villagers across the country as an exciting instrument for democratic 

revitalization of village leadership and self-government. The voices of villagers 

in running their community, although diverse, are strengthened. A system of 

checks and balances has been introduced that counters the power of the village 

heads. 

Law 22/1999 is important for to the policy on the development of 

clusters. The law signals the end of the servitude of villages to the central 

government and unleashes long-suppressed creativity and innovation in the 

regions. To date, local governments have not been successful in addressing 

issues in the development of clusters in their areas. Clustering programs will 

need to be designed modularly (rather than generically) so that they can take 

into account local conditions, social structure, and traditional values; Indonesian 

people cherish their norms, their local wisdom. 

Furthermore, the results of this study show that local actors take the 

lead in addressing issue and opportunities, and government and other public 

institutions generally have a supporting role. The studied clusters were not 

initiated by external institutions (i.e., government agencies, universities, 

nongovernmental organizations). Thus, I conclude that the clustering economy 

is a self-reinforcing process to improve the development of the clusters.  

Clustering of industrial manufacturing is made possible through the 

growth of inter-industry relations among firms specialized by products and parts 

of products in the typical production process. Clustering multiplies the 

territorial interaction among productive and residential areas rather than sifting 

it out. Clustering is also sustained by a local redistribution of the population, 

which takes place gradually, as places of residence and production tend to come 
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together in a particular location. The outcome is the formation of localized 

networks of socioeconomic interaction, which takes place in a relatively self-

contained territorial context in which residence and place of work operate to 

create a sense of self-identity. 

Local development is relatively more important to improve the welfare 

of local people, and embedded ties still exist among the community; therefore, 

the decision to support and nurture embedded ties within clusters seems much 

more credible. Local government together with local people can then make a 

more informed decision on whether to commit a portion of their limited 

resources for the creation and maintenance of local potential industrial clusters 

in their territory. 

In addition, the cluster needs technical and financial assistance to 

accommodate growth processes that have been put on track by producers and 

buyers. Strategies must be developed that aim to link producers in clusters to 

markets. It is useful to establish new trade networks that are outlets for new 

products. Such insights may significantly increase the impact of technical and 

financial assistance provided when producers have become aware of the 

existence of more rewarding trade networks and convinced of the accessibility. 

9.4 Limitations of this Study and Further Research 

One significant limitation of this study is that it covers only three 

sample clusters. As a result, the data on the basis of clusters are not broad 

enough to examine the impact of socioeconomic structures on the 

competitiveness of clusters quantitatively. To do so, it would be necessary to 

study more than ten clusters. It would be interesting to perform such a study, 

because it would produce empirical evidence that can be proven quantitatively. 

Therefore, more micro-level industrial clusters are required to understand the 

diverse dynamics of clusters that are constituted by socioeconomic structures.  

Second, the data of financial performance of the firm’s respondents are 

based on subjective measures, because most respondents were reluctant or 

unable to reveal information on financial performance regarding the monthly 

net profits as well as turnover. Further research could remedy this problem and 

assess the effect of firms’ behavior within a cluster on firm performance. 

Furthermore, I relied largely on respondents’ retrospective perceptions to 

operationalize the variables. Though it has been demonstrated (e.g., Schwenk 

1985; Ruekert et al., 1985; Cavusgil and Zou, 1994; Homburg et al., 2003; 

Panayides, 2006) that this approach to data collection is generally reliable and 

valid, the findings could be strengthened with more objective data. 

Three, the measurement of new product development is only one. That 

is product development. In the survey questionnaire of this study, there are 

some items that refer to the measurements of new product development. Those 

are product development, the improvement of equipment standards, the 

development of technical innovation and the development of product designs. 
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However, the items could not be combined into one index since the Cronbach 

alpha of the index had very low internal consistency (below the threshold value 

of .7). We tried to make the variety of combinations of the variables but the 

Alpha of each combination also had very low consistency. Further research may 

solve this problem by exploring more items that measure product development.   
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Appendix I. The Questionnaire 

Company’s Location  

Interview Date (dd/mm/yyyy)   

Position in the cluster Producer (Artisan) (    )     Traders (    )  

– (control variable) 

 

1. General Information 
1.1. Name of enterprise: 

1.2. Address: 

1.3. Name of respondent: 

1.4. Age: 

1.5. Educational level: 

(a) did not go to school 

(b) primary school 

(c) junior high school 

(d) senior high school 

(e) academy/university 

(f) Other (specify) 

  

1.6. Position in the enterprise 

(a) Owner 

(b) Manager 

(c) Artisan 

 

1.7. What was your previous occupation? 

(a) Owner of another firm 

(b) Worker in a small firm (less than 20 workers) 

(c) Worker in a firm with more than 20 workers 

(d) Artisan 

(e) Doing non-business activities 

 

1.8. What is your main product (as % of total output): 
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2. History of the Enterprise 
2.1. When was the firm established? 

2.2. By whom? 

2.3. One year total investment: Rp ____________________________________ 

2.4. What is your relationship to the founder(s)? 

2.5. Do you perform any business activity at home?   (  )Yes   (  )
 
No 

2.6. If so, which? 

 (a) workshop  (  )Yes   (  )
 
No 

 (b) sales      (  )Yes   (  )
 
No 

 (c) a customer’s order service    (  )Yes   (  )
 
No 

 (d) storage      (  )Yes   (  )
 
No 

 

3. Performance 
3.1. Sales turnover (in value):  

3.2. The trend of sales turn-over for the last five years:  

( ) increasing  (  ) no change   ( ) decreasing  

 

3.3. The trend of net profit for the last one year:  

 ( ) increasing  (  ) no change   ( ) decreasing 

 

3.4. The trend of sales turn-over for the last one year:   

 ( ) increasing  (  ) no change   ( ) decreasing 

 

3.5. % of  exported production : 

3.6. Trend of Export over the last 5 years:   

 ( ) increasing  (  ) flat    ( ) decreasing 
 

3.7. Which countries did you export in the past year?: 

(a). EU    (  )Yes   (  ) No 

(b). Rest of Europe   (  )Yes   (  ) No 

(c). USA    (  )Yes   (  ) No 

(d). Japan    (  )Yes   (  ) No 

(e). Asian Countries  (  )Yes   (  ) No 

(f). Rest of the world  (  )Yes   (  ) No 

 

3.8. Number of total product per year 

3.9. Trend over the last 5 years:  [(increasing); (flat; (decreasing)] 

 

3.10. Specify to whom you sell your products as a percentage of total sales: 

(a). directly to the customer      (  )Yes   (  ) No 

(b). direct to the small, medium, large retailers (  )Yes   (  ) No 

(c). direct to the factory      (  )Yes   (  ) No 

(d). through an agent                 (  )Yes   (  ) No 

(e). through a consortium with other manufacturers  (  )Yes    (  ) No 
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3.11. Indicate the manufacturing and marketing capability of your firm: 

 

(a) labor skills     

 ( ) improved (  ) no change  ( )decreased  

(b) degree of specialization    

 ( ) improved (  ) no change  ( )decreased 

(c)  marketing strategy (advertising, network, etc)    

 ( ) improved (  ) no change  ( )decreased  

 

4. Labor Force 
4.1. Number of workers:  

 (a) Skilled (artisan): 

 (b) Unskilled: 

 

4.2. Number of workers:  

 (a) Family: 

 (b) Non-Family: 

 

4.3. Number of workers:  

 (a) from cluster: 

 (b) from outside cluster: 

 

5. SUBCONTRACTING (the relationship between trader(s) and 

subcontractor/artisan(s)) 
5.1. Indicate to what extent each stage of production is put out to other 

enterprises: 

(a). designing   (  )Yes   (  ) No 

(b). production process  (  )Yes   (  ) No 

(b). finishing 1   (  )Yes   (  ) No 

(c). finishing 2   (  )Yes   (  ) No 

 

5.2. Where are your subcontractors? 

(a) local (internal cluster) (  )Yes   (  ) No 

(b) district   (  ) Yes  (  ) No 

(c) national   (  )Yes   (  ) No 

(d) abroad   (  )Yes   (  ) No 

 
5.3. % of subcontracted production of your total products? 

 

5.4. Do you visit your subcontractor’s workshop? (  )Yes  (  ) No 
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5.5. What is the most important reason for choosing the firm’s subcontractors?  

(1: the highest to 5: the lowest) 

(a) Price       [1   2 3   4   5  ] 

(b) Quality      [1   2 3   4   5  ] 

(c) Speed and punctual delivery   [1   2 3   4   5  ]  

(d) Close proximity     [1   2 3   4   5  ]  

(e) Trust       [1   2 3   4   5  ]  

 
5.6. What happens when a new subcontractor offers you a lower price than your 

present subcontractor (s)?  

(a) move to cooperate with a new partner  

(b) still cooperate with a current partner 

(c) start cooperating with a new partner but still cooperate with a present 

partner 

(d) other: (specify) 

 
5.7. Why do you engage in the subcontracting of these operations? 

(a) irregular demand   (  )Yes   (  ) No 

(b) savings on premises and machinery (  )Yes   (  ) No 

(c) subcontracting yields a better quality (  )Yes   (  ) No 

(d) greater efficiency of subcontractor (  )Yes   (  ) No 

(e) trust     (  )Yes   (  ) No 

(f ) reciprocal relationship   (  )Yes   (  ) No 

 

 

6. RELATIONSHIPS WITH SUPPLIERS 
6.1. Do you buy inputs from the following sources? 

  

 Local  

(internal cluster) 

Province National Abroad 

Raw Materials (  )Yes             (  )Yes            (  )Yes            (  ) Yes 

New Machines (  )Yes             (  )Yes            (  )Yes            (  ) Yes            

Second-hand 

machines 

(  )Yes             (  )Yes            (  )Yes            (  ) Yes       

Other Components  (  )Yes             (  )Yes            (  )Yes            (  )Yes        
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6.2. What kind of problems do you have in the relationships with your 

suppliers? 

 

 Availability Price Quality 
Time 

Delivery 

Raw Materials (  )Yes  

(  ) No  

(  )Yes  

(  )No  

(  )Yes  

(  ) No  

(  )Yes       

(  ) No  

New Machines (  )Yes  

(  ) No  

(  )Yes  

(  ) No  

(  )Yes  

(  ) No  

(  )Yes  

(  ) No  

Second-hand machines (  )Yes  

(  ) No  

(  )Yes  

(  ) No  

(  )Yes  

(  ) No  

(  )Yes  

(  ) No  

Other components  (  )Yes  

(  ) No  

(  )Yes  

(  ) No  

(  )Yes  

(  ) No  

(  )Yes  

(  ) No  

 

 

7. WORKING AS A SUPPLIER AND/OR A SUBCONTRACTOR (the 

relationship between a supplier/a subcontractor and  a trader) 

7.1. Do you work as a subcontractor for? 

(a) design     (  )Yes   (  ) No   

(b) production process  (  )Yes   (  ) No  

(c) finishing    (  )Yes   (  ) No  

  

7.2. % of total production as an ORDER from other traders: 

 

7.3. How many are traders (shops) ordered your products for the last five years? 

  

7.4. Where are your main traders located? 

(a) within the cluster     (  ) Yes  (  ) No 

(b) other village/suburbs in the same municipal (  ) Yes  (  ) No 

(c) other municipal     (  ) Yes  (  ) No 

(d) other cities     (  ) Yes  (  ) No 

(e) other countries     (  ) Yes  (  ) No 

 

7.5. What are the reasons for choosing the firm’s trader?  (1: the highest to 5: 

the lowest) 

(a) High Buying Price   [1     2     3     4     5] 

(b) On-time Payment   [1     2     3     4     5] 

(c) Trust   [1     2     3     4     5] 

(d) Close-proximity   [1     2     3     4     5] 

(e) Order from Trader(s)     [1     2     3     4     5] 
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8. INNOVATION 
8.1. Over the last 5 years, how has the quality of your products been ? 

( ) improved  ( )decreased  ( ) no change 

 

8.2. Over the past 5 years, has the standard of your equipment been improved: 

( ) improved  ( )decreased  ( ) no change 

 

8.3. Generally, where does technical innovation come from? 

(a) develop internally    (  )Yes   (  ) No 

(b) in cooperation with other local producers (  )Yes   (  ) No 

(c) Government Assistance    (  )Yes   (  ) No 

(d) Non-Government Institution Assistance  (  )Yes   (  ) No 

(e) Association Assistance    (  )Yes   (  ) No 

 
8.4.Is your product-design based on:  

a. for products that are sold directly to the consumer:  

(a) design by customer  (tailor-made design) 

(b) design by own-preference 

(c) design by outside designer 

(d) copy from other firms within a cluster 

(e) copy from other firms outside a cluster 

(f) Magazine or Catalog  

 

b, for products that are ordered by the certain wholesalers 

(a) design by traders/wholesalers 

(b) design by own-preference 

(c) design by outside designer 

(d) copy from other firms within a cluster 

(e) copy from other firms outside a cluster 

(f) Magazine or Catalog  

 

9.INTER-FIRM COMPETITION  

9.1. Where are your main competitors located? 

(a) within the cluster  

(b) other village/suburbs 

(c) other municipal 

(d) other cities 

 

9.2. What are your main competitors? 

(a) large firms?  (   ) Yes  (  ) No 

(b) medium firms?               (   ) Yes          (  ) No 

(c) small firms?  (   ) Yes  (  ) No 
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9.3.In order to out-compete your rivals, what is the most important factor? (give 

the rank : 3: the highest to 1: the lowest) 

(a) Lower Price    [1 2 3] 

(b) High Quality    [1 2 3] 

(c) Speed Time Delivery   [1 2 3] 

 

10. INTER-FIRM COOPERATION  

10.1. Do you have any equity share at other firms? If yes, please indicate the 

type of firm: 

(a) backward-linked firms  (  )Yes    (  ) No 

(b) forward-linked firms  (  )Yes    (  ) No 

(c) firms in an unrelated sector (  )Yes    (  ) No 

 

10.2. Do other firms own any equity share at your firm?     (  )Yes       (  ) No 

 

10.3. Do you have any formal agreements with other firms?(  )Yes        (  ) No 

 

10.4. Do you cooperate with local partners in your industry in the following 

ways: 

(a) technology development  (  )Yes   (  ) No 

(b) sharing machinery   (  )Yes   (  ) No 

(c) marketing    (  )Yes   (  ) No 

(d) artisan exchange   (  )Yes  (  ) No 

(e) other (specify)   (  )Yes   (  ) No 

 

10.5.What are the main reasons for cooperating with other firms? 

(a) increase in specialization (  )Yes  (  ) No 

(b) improvement in quality (  )Yes  (  ) No 

(c) increase in the availability of information (  )Yes  (  ) No 

(d) access to new markets (  )Yes  (  ) No 

(e) trust (  )Yes  (  ) No 

(f) reciprocal relationship (  )Yes (  ) No 

 

10.6.How frequently do you meet and talk to other partners in this cluster? 

 (a) never (b) occasionally (c) regularly  (d) very frequently 
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10.7. In case entrepreneurial subjects are discussed, which ones? 

(Material) Inputs (  )Yes   (  ) No 

Capital (  ) Yes              (  ) No 

Equipment and components (  )Yes   (  ) No 

Markets & customer wants (  )Yes   (  ) No 

Government or NGO assistance (  )Yes   (  ) No 

Subcontracting  (  )Yes   (  ) No 

Recruitment and sharing of workers (  )Yes   (  ) No 

Other: (specify) (  )Yes   (  ) No 

 

10.8. Do you believe that the possibility of having easy and friendly contacts 

with other local firms is an important asset for your firm?  

(  )Yes   (  ) No 

 

10.9. How do your informal relationships usually come about? 

(a) family ties      (  )Yes   (  ) No 

(b) neighbors or spatial proximity   (  )Yes   (  ) No 

(c) social occasions     (  )Yes   (  ) No 

(d) meetings organized by the local business associations (  )Yes     (  ) No 

(e) other (specify)     (  )Yes   (  ) No 

 

10.10. Could you obtain the same results as you now get if you were not located 

in this area?  (  )Yes  (  ) No  

 

10.11. Between you and other local firms in a cluster, is there: 

(a) over-benefiting        

(b) reciprocal       

(c) under-benefiting relationships      

 

10.12. Among you and other firms in business organizations in a cluster, is 

there: 

(a) over-benefiting     

(b) reciprocal     

(c) under-benefiting relationships  
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10.13. Do you get those benefits from your location in this cluster? (the 

clustering effects)   

(a) availability of skilled labor    ( ) Yes (  )No 

(b) cheap labor cost     ( ) Yes (  )No 

(c) availability of inputs and components       ( ) Yes (  )No  

(d) access to information on technology    ( ) Yes (  )No  

(e) access to information on products   ( ) Yes (  )No  

(f) access to information on markets   ( ) Yes (  )No 

(g) institutional support (business associations;   

  informal groups of firms; non-business organizations) ( ) Yes (  )No 

(h) access to credit       ( ) Yes (  )No   

(i) other (specify)               ( ) Yes   (  )No  

 

10.14. Do you trust your partners within a cluster as a friend since they 

generally do not lie and do what they promise to you? (  )Yes   (  ) No 

 

10.15. Do you trust your partners within a cluster since they would keep mutual 

cooperation in the future?          (  )Yes   (  ) No 

 

10.16. Do you trust your partners within a cluster since they can accomplish 

your assignments or your order? (  )Yes   (  ) No 

 

10.17. Do you trust your partners within a cluster since you can with complete 

confidence rely on them to keep promises made to you based on past 

experience?               (  )Yes   (  ) No 

 

10.18. Is there any firm in clusters that take advantage of interfirm relationships 

while seeking business profits, regardless of the other parties’ losses?  

    (  ) Yes  (  ) No  

 

10.19. Is there any firm in clusters which imitate others’ product designs 

without contributing anything to product development process?  

    (  ) Yes  (  ) No   

 

 

11.INSTITUTIONS 
 

11.1.How frequently do you involve in the process of decision making within 

this cluster? 

(a) never (b) occasionally (c) regularly  (d) very frequently 

 
11.2. Do you join the local producers association or any groups within a 

cluster?  (  ) Yes  (  ) No 
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11.3. How many people are members of that group/association? 

 

11.4. Is the association for: 

Joint marketing of goods (  )Yes   (  ) No 

Search for new markets or customers (  )Yes   (  ) No 

Joint recruitment and sharing of workers (  )Yes   (  ) No 

Joint purchasing of inputs (  )Yes   (  ) No 

Exchange of machines/equipment (  )Yes   (  ) No 

Information exchange (  )Yes   (  ) No 

R & D: new products or processes (  )Yes   (  ) No 

Lobbying with the Government (  )Yes   (  ) No 

Advice in legal matters (  )Yes   (  ) No 

Courses and Seminars (  )Yes   (  ) No 

Bargaining with Other External Institutions (  )Yes   (  ) No 

Maintaining Social Ties (  )Yes   (  ) No 

 

11.5. Who are reputed leaders in this group/business association? 

1………. 

2………. 

3………. 

 

11.6. Do you have any contact with the following external institutions? 

(a) Government institutions   (    ) Yes (   ) No  

(b) Non-government institutions  (    ) Yes (   ) No 

  

 

12.VIEWS ON STRATEGIC LEADERSHIPS 
 

12.1. Put on the list the leaders in your formal/informal business association 

based on his/her capability in the decision-making process: 

1. 

2. 

3. 

4. 

5. 

6. 

 

12.2. Do they define rules (for themselves, group, and/or the organization), and 

allocate task responsibility and resources towards the accomplishment of 

personally identified goals?   (   ) Yes  (   ) No 

 

12.3. Do they make a relationship or network with other institutions from 

outside clusters?        (   ) Yes (   ) No 
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Appendix II. List of questions for in-depth 

interviews 

 

I. Inter-firm relationships 

• How does the typical relationship begin and develop over time? 

• What is the history behind this relationship? How long has it been going? 

• Are there any social/family ties that exist with this firm/agent? How does 

this influence the relationship? 

• Are agreements with the firm/agent of a formal or informal nature? 

• Whose assistance has been most effective for its business? from internal or 

external institution of cluster? from insider or outsider (government)? 

• Internal Assistance (Assistance Embedded):  

• Technological asisstance: guidance; instruction in machinery use/jig 

use; providing machinery/tools; quality control; worker 

training/engineer dispatch 

• Financial assistance: capital participation; investment loans; advance 

payment; machinery leasing; 

• Other assistance: providing raw materials; information/guidance on 

market. 

• External assistance: from order providers; government (ministry of industry 

and commerce or state-owned corporations); private institutions, e.g. 

private companies (other than order providers), industrial associations; 

foreign institutions, universities or research institutes; cooperatives, the 

local industrial cooperatives; banks or other financial institutions 

• Technological assistance 

• Financial assistance 

• Managerial assistance 

• Do you cooperate with other producers in a task-group aiming at 

entrepreneurial goals? 
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• How many producers participate in that group? Is that group a formal 

business association? Or informal group in a cluster? 

• Which activities have been undertaken so far? (put the lists of activities, e.g. 

joint marketing of output, search for new markets or customers, joint 

purchasing of inputs, joint purchasing of machines, exchange of 

machines/equipment, exchange of workers, information exchange, etc). 

• Over the past five years, have been there some changes in those joint 

activities? 

 

II. Inter-firm interaction: competition and social embeddedness 

• Do you visit your partner’s factory or shop? In what way do you reward 

good performance? 

• What happens when a new partner offers you a lower price than you present 

partner(s)?  

• What sanctions do you apply if the partner breaks the agreement (for 

instance in terms of quality, late delivery)?  

• Will the same sanctions be applied to the partner by other producer firms as 

well? 

• If you are dissatisfied with the quality of the products/services you obtain 

from the partner, do you look for an alternative source, or do you 

collaborate with the existing one to improve quality? 

• Do you know if the partner undertakes tasks for other customers 

(producers/firms)? 

• Do you receive information about your competitors from the partner? 

• Are you afraid that the partner shares information about you and your 

production activities with your competitors? 

• In what organizations (formal and/or informal) do you and other 

participants have rules regarding inter-firm relationships within a cluster? 

• What kind of rules do you have?  How can you and others follow the rules? 

• Is there any sanction (economic and non-economic sanction) if someone 

breaks the rules? 

• How could the rules influence the development of firms and a cluster? Is 

there a period in which the rules changed to adopt the new situation faced 

by firms and a cluster? 

 

III. Questions in the questionnaire 
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Appendix III. List of interviewees  

The interviews were conducted from August 2007 until May 2008. 

 
I. Individual firm in-depth interview   

No. Name Cluster Position 

1 Mrs.Setiyani Djazuli Kotagede Owner/artisan/trader 

2 Mr. R.M. Mulyo Wiryono Kotagede Owner/trader without a workshop 

3 Miss. Novi Kotagede Shopkeeper 

4 Mr. Samiono Kotagede Worker/artisan 

5 Mr. Istiadi Kotagede Owner/artisan/trader 

6 Mr. Sardjimin Manding Owner/artisan/trader 

7 Mr. Samidi Kotagede Owner/artisan 

8 Mr. Jamal Kotagede Owner/trader with a workshop 

9 Mr. Suryadi Kotagede Owner/trader with a workshop 

10 Mr. Ismunandar Kotagede Public Relation 

11 Mrs. Isnaeni Manding Owner/trader 

12 Mr. Wahyudin and Mrs. Pandit Kotagede Owner/trader without a workshop 

13 Mrs. Dina and Mr. Purwanto Kotagede Owner/trader with a workshop 

14 Mr. Sukanto Kotagede Owner/trader without a workshop 

15 Mrs. Purwanti Manding Worker/artisan 

16 Mrs. Sony, Mr. Waluyo, Mrs.Ani Kotagede PR and employee 

17 Mr. Chandra Kotagede Owner/trader without a workshop 

18 Mr. Yono Manding Owner/artisan/trader 

19 Mr. Alono Kotagede Owner/artisan/trader 

20 Mr. Sunardi Kotagede Owner/artisan/trader 

21 Mr. Dhohir Kotagede Owner/trader without workshop 

22 Mr. Jayadi and Mbak Mimi Kasongan Owner/artisan/trader 

23 Mr. Mir Kasongan Owner/artisan 

24 Mr. Subur Kasongan Owner/trader 

25 Mr. Basuki Kasongan Owner/artisan 

26 Ms. Eny, Ani, Yuni Kasongan Worker 
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II. In-depth interview with local formal leaders and informal leaders 

No. Name Location Position 

1 Mr. Gendut Sudarto Bantul Secretary of Bantul Regency 

2 Mr. Binarjono Manding Village Head 

3 Mr. Sardjimin Manding Chairman of Karya Sejahtera 

4 Mr. Sutojo Kotagede Chairman of KP3Y, Kotagede 

5 Mr. Istiadi Kotagede The founder of Sari Tulang Aji 

6 Mrs. Pandit Kotagede Chairman of ASOKA 

7 Mr. Alono Kotagede Chairman of Kotagede 

8 Mr. Abi Kotagede One of ex-leader Paguyuban Semar 

9 Mr. Timbul Kasongan Chairman of Satya Bawana 

10 Mrs. Mimi Kasongan Chairperson of Mentari Cooperative 

    

III. Participatory observations and focus discussion groups 

No. Name Type  Location  

1 Sari Tulang Aji Informal group Basen,Kotagede 

2 Karya Sejahtera's Group Formal group Manding 

3 Arisan* Mr. Mulyo Group Informal group Kemasan,Kotagede 

4 Paguyuban Semar Informal group Semoyan, Kotagede 

5 Religious Gathering Informal group Badan, Kotagede 

6 Mentari Cooperative Women business association Kasongan 
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Appendix IV. Quantitative evidence 

1. Descriptive Statistics 

2. Correlations 

 
Variables Name: 

 
D1 : Active clusters (a cluster’s classification) 

D2 : Manufacturers (respondents’ classification) 

D3 : Retailers who do not have their own workshops (respondents’   

classification) 

D4 : Members of local business associations 

X1 : Quality-based competition 

X2 : Price-based competition 

X3 : Firm-level reciprocity 

X4 : Cluster-level reciprocity 

X5 : Inter-organizational trust 

X6 : Interpersonal trust 

X7 : Opportunisim problems 

X8 : Inward-looking behaviour 

X9 : Free-riding problems 

X10 : Total workers 

X11 : Firm age 

X12 : One year investment 
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Nederlandse Samenvatning 

1. De betekenis van deze studie 
Deze studie richt zich op de interactie tussen actoren en structuren als 

onderdeel van de dynamiek in industriële clusters (samenwerkingsverbanden) in 

opkomende economieën. Er waren twee redenen om deze studie uit te voeren: 

-Ten eerste, een industrieel cluster is een plaatselijk systeem dat 

gekarakteriseerd wordt door de actieve deelname van een groep mensen en 

gespecialiseerde kleine bedrijven in een scala van productieketens. Plaatselijke 

actoren initiëren en ontwikkelen clusters samen met de lokale deelnemers die 

behoefte hebben aan aanvullende bedrijfsactiviteiten; de actoren ondersteunen 

ook sociale leerprocessen. 

-Ten tweede, de voordelen van clustering komen voort uit de 

plaatselijke structuren waarin de lokale deelnemers omgaan met economische 

en sociale problemen. In een cluster worden overeenkomsten niet alleen 

geordend door markt- en/of formele mechanismen, maar ook door de sociale 

verbanden die berusten op vertrouwen en wederkerigheid. 

Bedrijven binnen een cluster zijn mogelijk elkaars concurrenten en hun 

interactie heeft direct waarneembare gevolgen, onafhankelijk daarvan of er 

sprake is van concurrentie of samenwerking. Waarschijnlijk is er een 

veelvuldige wisselwerking tussen de leden van een cluster omdat zij dezelfde 

producten en diensten leveren, veelal aan dezelfde afnemers en in dezelfde 

landstreek. Het concept ‘sociale inbedding’ kan een basis zijn voor het 

begrijpen wie de relaties tussen bedrijven aanstuurt met de bedoeling om 

plaatselijke concurrentie en samenwerking in goede banen te leiden en wie  het 

makkelijker maakt om sector eigen kennis vast te leggen in het cluster. 

Deze studie stelt daarom een uitgebreid kader voor om de dynamiek 

van clusters uitgebreid weer te geven en de effecten van clustering op de 

ontwikkeling van de bedrijven in een cluster duidelijk naar voren te laten 

komen. Het kader is gespitst op een combinatie van sociaal economische 

structuren in een cluster en de rol van plaatselijke actoren. Op grond van 

gegevens over Indonesische clusters  wordt in deze studie een samenvoegende 

analyse uitgevoerd van de sociaal economische structuren en de rol van de 



Socioeconomic Structures and Actors in Indonesian Industrial Clusters  | 219 

 

actoren op grond van empirisch onderzoek in drie verschillende clusters in de 

provincies Yogyakarta in Indonesië: een cluster in de aardewerk producerende 

bedrijfjes in Kasongan, een cluster in de zilverindustrie bedrijfjes in Kotagede 

en een cluster in de lederbedrijfjes in Manding. 

De centrale vraag in deze studie is: 

 
Hoe beïnvloeden de sociaal economische structuren en de rol die 

actoren spelen de dynamiek van een cluster en de prestaties van de 

individuele bedrijven in een cluster? 

 
2. Theorie 

Op grond van een literatuurstudie heb ik een complex en 

gedifferentieerd  beeld geschapen van de theoretische achtergrond van de 

sociaal economische structuren van industriële clusters met nadruk op de 

verbindingen met de complexiteit van het menselijke sociaal economische 

handelen. Zo is de bijdrage die deze studie levert de integratie geworden van de 

concepten van sociaal economische structuren en de rol van de actoren in de 

context van industriële clusters. 

Deze studie voegt verschillende theorieën bijeen tot één veelomvattend 

conceptueel kader dat zowel de dynamiek in termen van socio-economische 

structuren  bevat alsook de rol van actoren binnen een cluster. Verschillende 

theorieën over industriële clusters zijn opgenomen zoals Giddens 

dualiteittheorie over structuren en actoren, theorieën over sociaal economische 

structuren inclusief de theorieën ‘nieuwe institutionele economieën’, ‘nieuwe 

economische sociologie’, en theorieën over de interactie tussen personen en 

organisaties, wederkerigheid en leiderschap. 

 
3. Methoden 

De volgende methoden om gegevens te verzamelen zijn gebruikt in 

deze studie: directe waarneming ter plaatse, diepte-interviews met de direct 

betrokkenen in een cluster (vooraanstaande plaatselijke actoren, eigenaren, 

managers en personeel), participerende waarneming tijdens bijeenkomsten van 

plaatselijke bedrijfsverbanden in het cluster en een gesloten vragenlijst om een 

volledig overzicht te krijgen. 

Kwalitatieve technieken – diepte-interviews en participerende waarneming 

– kunnen succesvol toegepast worden om aanvullende informatie te krijgen 

over de meervoudige onderlinge verbintenissen en over de rol van plaatselijke 

bedrijfsverbanden en de lokale leden daarvan; die informatie kon niet verkregen 

worden door de vragenlijst. 

 
4. Resultaten 

De resultaten van mijn onderzoek hebben betrekking op sociaal 

economische structuren binnen een cluster, de rol van actoren in de plaatselijke 
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bedrijfsverbanden en de wisselwerking tussen deze twee.  Mijn conclusies ten 

aanzien van deze onderwerpen zijn: 

Markt gebonden relaties en sociale inbedding tussen bedrijven ontstaat 

en bepaalt de sociaal economische gebondenheid van de drie onderzochte 

clusters. Competitie stimuleert bedrijven om de efficiency te verbeteren om 

meer winst te maken dan andere bedrijven, dit wordt versterkt door de 

inbedding van de firma’s omdat het de ontwikkeling en toepassing van kennis 

makkelijker maakt. Het tegelijkertijd optreden van competitie en sociale 

inbedding in clusters zorgt voor het voorkomen of terugbrengen van 

opportunisme, het gebruik van kennis van anderen zonder eigen onderzoek te 

plegen,  en navelstaren. 

Plaatselijke actoren spelen een belangrijke rol in de coördinatie door het 

gezamenlijke beslissingsproces in plaatselijke bedrijfsverbanden te beïnvloeden. 

Dit onderzoek toont aan dat grote veranderingen waarschijnlijk tot stand komen 

doordat er  een aantal actieve actoren bezig is. Deze actoren hebben de 

eigenschappen dat zij leidend zijn in het regels maken en dat zij open staan voor 

nieuwe inzichten. Als de op makers van nieuwe regels hebben zij een 

betekenisvolle invloed op het vaststellen van de regels en mechanismen tussen 

de deelnemende bedrijven.  Als leiders met een open blik ontwikkelen zij de 

netwerken met instituties buiten het cluster. Deze actoren zorgen ervoor dat een 

cluster kan reageren op veranderingen binnen en buiten het cluster. 

Plaatselijke samenwerkingsverbanden vertegenwoordigen plaatselijke 

economische instituten waar de leden als een collectief functioneren om de 

ontwikkeling van het cluster en de deelnemende bedrijven te bevorderen. De 

plaatselijke bedrijfssamenwerkingsverbanden vormen een platform  voor het 

ondernemen van gezamenlijke acties. Daarnaast zijn de plaatselijke  

spaarfondsen van een cluster nuttig om de sociale samenhang tussen de leden  te 

bevorderen en om krediet te kunnen geven. 

De wisselwerking tussen de  sociaal economische structuren en rol van 

invloedrijke actoren beïnvloedt de dynamiek van de verbanden tussen de 

deelnemende bedrijven. Doelgerichte handelingen van de leden van de 

samenwerkingsverbanden hebben de groei van de clusters gestimuleerd. Deze 

geschiedenis van de ontwikkeling van de onderzochte clusters geeft op een 

interessante manier aan hoe structuren en actoren  belangrijk zijn met name  in 

hun wisselwerking. 
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